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GOLD RESERVE ACT AMENDMENTS 


MONDAY, MARCH 29, 1954 


Unrrep Sratres SENATE, 
SUBCOMMITTEE ON F'EpERAL Reserve MATTers 
OF THE BANKING AND CURRENCY CoMMITTEE, 
Washington, D. c, 

The subcommittee met, pursuant to call, at 10:35 a. m., room 301, 
Senate Office Building, Senator John W. Bricker (chairman), 
presiding. 

Present: Senators Bricker, Payne, Goldwater, and Robertson. 

Also present: Senators Bush, Frear, and Watkins. 

Senator Bricker. The subcommittee will come to order. The pur- 
pose of the hearing this morning is to get testimony on the so-called 
gold bills. There are several of them: S. 2514, introduced by Sen- 
ator McCarran; S. 2364, introduced by Senator Murray; S. 2332, 
introduced by Senator Bridges; and S. 13, introduced by Senator 
McCarran. We will insert them in the record together with an 
analysis of each bill. 

(The bills and analyses referred to follow :) 


[S. 18, S8d Cong., 1st sess. ] 


A BILL To permit the sale of gold within the United States, its Territories and posses- 
sions, including Alaska, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That, notwithstanding any law or 
Executive order, gold in any form, mined subsequent to the enactment of this 
Act within the United States, its Territories and possessions, including Alaska, 
may be bought, held, sold, or traded upon the open market within the United 
States, its Territories and possessions, including Alaska, for any purpose what- 
soever, and may be exported without the imposition of duties, excise taxes, 
the requirement of licenses, permits, or any restrictions whatsoever. 

Sec. 2. Gold imported into the United States after the effective date of this 
Act may be held, bought, sold, or traded upon the open market within the United 
States, its Territories and possessions, including Alaska, for any purpose what- 
soever, and may be exported without the imposition of duties, excise taxes, the 
requirement of licenses, perinits, or any restrictions whatsoever. 


ANALYSIS OF 8. 13, To PERMIT THE SALE OF GOLD WITHIN THE UNITED STATES, ITs 
‘TERRITORIES AND POSSESSIONS, INCLUDING ALASKA, AND FOR OTHER PURPOSES 


Sponsor of bill: Senator McCarran. 
Introduced: January 7, 1953. 
lteferred: February 26, 1954, to Subcommittee on Federal Reserve Matters. 


SUMMARY OF PROVISIONS 


Section 1 would permit the unrestricted purchase, possession, or sale of all 
gold mined within the United States subsequent to the enactment of the bill, 
and the exportation of such gold without the imposition of duties, excise taxes, 
licenses, permits, or other restrictions. 
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Section 2 accords the same freedom with respect te gold imported into the 
United States after the effective date of the bill. 





2, 88d Cong., 1st sexs.] 


A BILL To resume the redemption of currency in gold in order to restrain further dete- 
rioration of the dollar and to curb further inflation, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Gold 
Redemption Act of 1954.” 

Sec. 2. It is hereby declared to be the policy of the Congress, with a view to 
strengthening confidence in the United States dollar and minimizing inflationary 
pressures, and in order to protect holders of savings bonds (including Federal 
and private obligations), owners of savings deposits and insurance policies, and 
persons dependent upon pensions or fixed salaries or. wages from the effects of 
inflation, to return the currency of the United States to the gold standard and 
thereby restore to American citizens the gold convertibility privilege enjoyed 
by foreign holders of United States dollars. 

Sec.3. (a) The standard monetary unit of the United States shall be the 
dollar consisting of fifteen and five twenty-firsts grains of gold nine-tenths 
fine. The gold coins of the United States shall be in denominations (not less 
than $10) as may be prescribed by the Secretary of the Treasury. The weight 
of each gold coin shall be fifteen and five twenty-firsts grains multiplied by 
the face value of such coin. 

(b) Any legal currency of the United States shall be redeemable in gold coin on 
demand at the Treasury Department. 

(c) Any owner of gold bullion may deposit the same at any mint, to be formed 
into coin or bars for his benefit, but the Bureau of the Mint may, under such 
rules as may be prescribed by it, with the approval of the Secretary of the Treas- 
ury, refuse to accept deposits having a value less than a minimum amount fixed 
by such rules, or which are so base as to be unsuitable for the operations of the 
mint. 

(d) The mint charges for assaying and coining gold and silver, limits of 
tolerance for gold and silver coins, and the alloys in such coins shall be those 
in effect in 1932. 

Sec. 4. (a) Standard gold coin and gold certificates shall be full legal tender. 

(b) Standard gold bullion and coin as well as gold certificates shall count 
as part of the minimum reserve of 25 per centum to be held by Federal Reserve 
banks against their Federal Reserve notes in actual circulation. 

(ce) Standard gold bullion and coin shall be lawful money for reserves 
against deposits in Federal Reserve banks and in the 5 per centum redemption 
fund against Federal Reserve notes. 

Sec. 5. (a) All legally issued Treasury currency, except (1) fractional silver 
and minor coins as provided in subsection (b) of this section, and (2) bank 
notes and Treasury notes in the process of retirement, shall have the quality 
of full legal tender. Such currency shall consist of gold coin, gold certificates, 
silver dollars, silver certificates, and United States notes. 

(b) Fractional silver coins shall be legal tender only up to $10. Five-cent 
pieces shall be legal tender only up to 25 cents. 

(c) Federal Reserve notes shall be receivable for all debts, public and private, 
but may not be counted as reserves against other notes or deposits of the issuing 
banks. 

Sec. 6. Every obligation now existing or hereafter created containing a provi- 
sion for the payment thereof in gold dollars, whether on not such gold dollars 
are defined as consisting of a particular number of grains of gold and of a 
particular fineness, shall be considered as an obligation to pay in gold dollars 
of such weight in grains and of such fineness as the gold dollar is defined in 
this Act. 

Sec. 7. The President shall not suspend payment in gold on any obligation 
heretofore or hereafter entered into except as specifically authorized by Act 
of Congress. 

Sec. & Section 16 of the Federal Reserve Act is amended by adding at the 
end thereof the following new paragraph: 

“For the purpose of this section Treasury currency, except that in process 
of retirement, and consisting of gold, gold certificates, silver and minor coins, 
silver certificates, and United States notes shall be counted as part of the lawful 
money for reserves against deposits in Federal Reserve banks.” 
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Sec. 9. The following are hereby repealed: 
(1) That part of section 43 of the Act of May 12, 1933, as amended (31 
U.S. C. 821) which follows paragraph (a) ; 
(2)*Sections 2 (a), 3, 4, 5, 6, 7, 10, and 11 of the Gold Reserve Act of 
1934 (31 U. S. C., sees. 441, 442, 443, 315b, 408a, 408b, 822a, and 822 (b); 
(3) All provisions of law authorizing the President to alter the size, 
weight, or fineness of gold and silver coins; and 
(4) All laws or parts thereof which are inconsistent with the provisions 
of this Act. 
Src. 10. Nothing in this Act shall be construed to change the size, weight, or 
fineness of the present lawful silver coins. 
Sec. 11. This Act shall take effect one year after the date of its enactment 











ANALYSIS oF S. 2332 To RESUME THE REDEMPTION OF CURRENCY IN GOLD IN ORDER 
ro RESTRAIN FURTHER DETERIORATION OF THE DOLLAR AND TO CURB FURTHER 
INFLATION, AND FOR OTHER PURPOSES 







’ Sponsor of bill: Senator Bridges. 
Introduced: July 9, 1955. 
Referred: July 15, 1953, to Subcommittee on Federal Reserve Matters. 










SUMMARY OF PROVISIONS 






Section 1: Act may be cited as “Gold Redemption Act of 1954.” 

Section 2: Policy of Congress to return currency of United States to gold 
standard and thereby restore to American citizens the gold convertibility 
privilege enjoyed by foreign holders of United States dollars. 

Section 3 (a): Dollar consisting of 15%, grains of gold nine-tenths fine stand- 
ard monetary unit of United States. Gold coins shall be in denominations (not 
less than $10) as may be prescribed by Secretary of Treasury. Weight of each 
gold coin 15%, grains, multiplied by the face value of such coin. 

Section 3 (b): Any legal currency of United States redeemable in gold on 
demand at Treasury. 

Section 3 (c): Owner of gold bullion may deposit same at any mint, to be 
formed into coin or bars, for his benefit. Bureau of Mint with approval of 
Secretary of Treasury may prescribe rules which permit refusal of deposits hav- 
ing value less than minimum amount or which are so base as to be unsuitable 
for operations of mint. 

Section 3 (d): Mint charges for assaying and coining gold and silver, limits 
of tolerance and alloys in such coins are those in effect in 1932. 

Section 4 (a): Standard gold coins and gold certificates shall be full legal 
tender. 

Section 4 (b): Standard gold bullion and coins as well as gold certificates 
shall count as part of minimum reserve of 25 percent held by Federal Reserve 
banks against their Federal Reserve notes in actual circulation. 

Section 4 (¢): Standard gold bullion and coin lawful money for reserve 

















against deposits in Federal Reserve banks and in the 5 percent redemption fund 
against Federal Reserve notes. 





Section 5 (a): All legally issued Treasury currency, except: (1) Fractional 

silver and minor coins provided in (b) hereunder, and (2) bank notes and 

Treasury notes in process of retirement, full legal tender. Such curreney to 

. consist of gold coin, gold certificates, silver dollar, silver certificates, and United 
States notes. 

Section 5 (b) :; Fractional silver coins legal tender up to $10. Five-cent pieces 
legal tender up to 25 cents. 

Section 5 (c): Federal Reserve notes receivable for all debts but not counted 
as reserves against other notes or deposits of issuing bank. 

Section 6: Existing and future obligations providing for payment in gold 
dollars shall be considered obligation to pay in gold dollars in such weight in 
grains and fineness as gold dollar is defined in this act. 

Section 7: President shall not suspend payment in gold on any obligation 
heretofore or hereafter entered into except as specifically authorized by Congress. 

Section 8: Section 16 of Federal Reserve Act amended by adding new para- 
graph providing that Treasury currency, except that in process of retirement, 
and consisting of gold, gold certificates, silver, and minor coins, silver certificates, 
and United States notes shall be counted as part of lawful money for reserves 
against deposits in Federal Reserve Banks. 
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Section 9: Repeals: 
1. Part of section 43 of the act of May 12, 1933, which follows paragraph 
(a). 
2. Named sections of Gold Reserve Act of 1934. 
3. All laws authorizing President to alter size, weight, or fineness of gold 
or silver coins. 
4. All laws or parts inconsistent with act. 
Section 10: Nothing in act construed to change size, weight, or fineness of 
present lawful silver coins. 
Section 11: Effective date of act 1 year after enactment. 





[S. 2864, 88d Cong., 1st sess.] 
A BILL To permit the free marketing of newly mined gold 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That, notwithstanding the provisions of any 
other law or Executive order or regulation to the contrary, newly mined gold pro- 
duced after the enactment of this Act within the United States or its Territories 
or insular possessions may be acquired, purchased, sold, melted or treated, held 
in custody, transported, or earmarked by any person or Government instrumen- 
tality without penalty or restriction. 


ANALYSIS OF S. 2364 To PERMIT THE FREE MARKETING OF NEWLY MINED GOLD 
Sponsor of bill: Senator Murray. 

Introduced: July 13, 1953. 

Referred: July 15, 1953, to Subcommittee on Federal Reserve Matters. 


PROVISIONS 


“Notwithstanding the provisions of any other law or Executive order or regu- 
lation to the contrary, any mined gold produced after the enactment of this act 
within the United States or its Territories or insular possessions may be acquired, 
purchased, sold, melted or treated, held in custody, transported, or earmarked by 
any person or Government instrumentality without penalty or restriction.” 


—_—_——_— 


[S. 2514, 88d Cong.. 1st sess. ] 


A BILL To establish a sound, honest, and dependable monetary system which will maintain 
and protect the solvency and integrity of the people’s money and the solvency and in- 
tegrity of the United States; and to guarantee the redemption of our currency in gold 
and/or silver, at face value, on demand; and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Sound 
Money Act of 1953.” 

Sec. 2. The price of gold shall be fixed by the Congress where it accurately 
reflects the depreciation that has taken place in the United States dollar since 
1933 based upon the wholesale commodity index; and the price of silver fixed 
by Congress where it reflects the correct ratio between gold and silver based 
upon the relative world production of these two precious metals since 1942. 

The prices of gold and silver so determined shall remain fixed and constant 
unless and until changed by Act of Congress. 

The Secretary of the Treasury and the Board of Governors of the Federal 
Reserve System are hereby authorized and directed to maintain a monetary 
reserve of gold and silver of not less than 40 per centum of the face value of all 
United States currency in circulation. 

The right to redeem United States currency in gold or silver at face value, 
on demand, is hereby restored. 

The Secretary of the Treasury and the Director of the Mint are authorized 
and directed to maintain a supply of gold and silver coins adequate to meet 
demands for redemption, the bullion content of such coins to be equal in value 
to the face value of said coins. 

Silver coins of .900 finess with a bullion content equal in value to their face 
value shall be minted in denominations of $1 and $2.50, and gold coins with a 
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bullion content equal in value to their face value shall be minted in denomina- 
tions of $10, $20, and $50. 

Silver subsidiary coins of .900 fineness with a bullion content equal in value to 
their face value shall be minted in such denominations as may be determined 
by the Secretary of the Treasury to meet the needs of domestic commerce, and 
may be exchanged at face value, in unlimited amounts, for gold or silver coins 
or for other currency redeemable in gold. 

Minor coins minted after the passage of this Act, in which the metallic con- 
tent is worth less than the face value of said coins, may be exchanged at face 
value, in amounts not exceeding $10, for gold or silver coins, or for other cur- 
rency redeemable in gold or silver coins. 

All silver coins now in circulation shall be withdrawn from circulation with 
reasonable diligence and delivered to the United States Mint for which payment 
at their face value will be made in lawful money of the United States; and it 
shall be unlawful for private citizens or corporations to reduce silver coins now 
in circulation for their bullion content or to cause or permit them to be trans- 
ported to foreign countries except as may be prescribed by Congress. 

The Secretary of the Treasury and the Director of the Mint are authorized 
and directed to restore the free coinage of gold and silver mined or refined in 
the United States, eliminating all seigniorage except the actual cost of the cus- 
tomary minting and handling charges. 


AN ANALYsIs oF S. 2514, To EsTABLISH A SOUND, HONEsT, AND DEPENDABLE MONE- 
TARY SYSTEM WHIcH WItL MAINTAIN AND PROTECT THE SOLVENCY AND IN- 
TEGRITY OF THE PEOPLE’Ss MONEY AND THE SOLVENCY AND INTEGRITY OF THE 
UNITED STATES ; AND TO GUARANTEE THE REDEMPTION OF OUR CURRENCY IN GOLD 
AND/OR SILVER, AT FACE VALUE, ON DEMAND; AND FOR OTHER PURPOSES 


Sponsor of bill: Senator McCarran. 
Introduced: July 29, 1953. 
Referred: February 6, 1954, to Subcommittee on Federal Reserve Matters. 


SUMMARY OF PROVISIONS 


Section 1: Act may be cited as Sound Money Act of 1953. 

Section 2: Price of gold shall be fixed by Congress where it reflects ac- 
curately the depreciation in the United States dollar since 1933, based upon 
the wholesale commodity index; and the price of silver shall be fixed by Con- 
gress where it reflects correct ratio between gold and silver based on relative 
world production of two precious metals since 1492. 

When prices of gold and silver are once determined, they remain constant 
unless changed by Congress. 

Secretary of Treasury and Board of Governors of Federal Reserve directed 
to maintain monetary reserve of gold and silver of not less than 40 percent of 
face value of all United States currency in circulation. 

Right to redeem currency in gold or silver at face value on demand is restored. 

Secretary of Treasury and Director of Mint directed to maintain supply of 
gold and silver coins adequate to meet demands for redemption—bullion content 
to be equal in value to face value of coins. 

Silver coins of 0.900 fineness with bullion content equal to face value shall be 
minted in denominations of $1 and $2.50. Gold coins with bullion content equal 
to face value minted in denominations of $10, $20, and $50. 

Silver subsidiary coins of 0.900 fineness with bullion content equal to face value 
to be minted in denominations determined by Secretary of Treasury to meet 
domestic commerce needs. They may be exchanged at face value, in unlimited 
amounts, for gold or silver coins or other currency redeemable in gold. 

Minor coins minted after passage of act, in which metallic content worth less 
than face value of coins, may be exchanged at face value, in amounts not ex- 
ceeding $10 for gold or silver coins or other currency redeemable in gold or 
silver coins, 

All silver coins now in circulation shall be withdrawn from circulation with 
reasonable diligence, delivered to mint for payment at face value in lawful 
money. Unlawful for private citizens or corporations to reduce coins now in 
circulation for their bullion content or to cause or permit them to be trans- 
ported to foreign countries except as prescribed by Congress. 

Secretary of Treasury and Director of Mint directed to restore free coinage 
of gold and silver mined or refined in United States eliminating all seigniorage 
except the actual cost of minting and handling. 
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Senator Brrcxer. Testimony will be heard on all of these bills. 
They all relate to similar subjects. One relates to the gold standard ; 
the others relate to the free sale of gold. Senator Watkins is here 
this morning. He has to go to the Judiciary Committee immediately 
in order to make a quorum. He has asked the privilege of presenting 
a statement. He doesn’t have the time, as I understand, even to 
read it this morning. Will you go ahead and make your statement, 
Senator Watkins? 


STATEMENT OF ARTHUR V. WATKINS, A UNITED STATES SENATOR 
FROM THE STATE OF UTAH 


Senator Warxins. This is not a personal statement of my own. 
I want to present Mr. Orval W. Adams, executive vice president of 
the First National Bank of Salt Lake City. 

Mr. Adams is a past president of the American Bankers Associa- 
tion and well known over the United States for his views on economic 
and financial problems. Unfortunately, Mr. Adams did not send 
to me mimeographed copies of his statement in adv: ance. It came 
only Saturday. So I didn’t have the opportunity to have copies pre- 
pared. It is an excellent paper. Iam sure the press would be very 
much interested in its contents. 

Senator Bricker. Thank you, Senator. Mr. Adams. 


STATEMENT OF ORVAL W. ADAMS, EXECUTIVE VICE PRESIDENT 
OF THE FIRST NATIONAL BANK OF SALT LAKE CITY 


Mr. Apams. It is a matter of deep personal regret to me to confess 
that the banking industry has unwittingly been a party to the political 
process of tragically undermining the purchasing power of the Amer- 
ican dollar. Banking has been my profession for 50 years. It has 
honored me highly. Therefore, [ hope you will understand that I 
feel very deeply about the need for this legislation which imposes 
needed restraint on banking, as well as government, activities. 

Granted that our role has been mainly passive, neutral, and care- 
less, the fact still remains that the bankers have not warned or tried 
to educate their depositors about the fraud of inflation. Exposed 
to money education more than any other group, we are more guilty 
than many of the colleges and schools of this great country, who are 
graduating thousands of economic illiterate boys and girls not learned 
in the art of government solvency and sound dollars which provide 
the first line of defense in safeguarding our free way of life. 

Banking has two responsibilities to its depositors. It has a legal 
responsibility to account for and protect the dollars on deposit, and 
it has a moral responsibility to protect the purchasing value of those 
dollars. For 20 years most of us have evaded our moral respon- 
sibility to the forgotten people. 

Those in public office seldom point out exactly who these forgotten 
people are. But we bankers know them. They are not a myth. 
They exist. They are among us in flesh and bones—in our banks, 
owners of insurance policies, in building and loan associations. They 
compose the great middle class of America. They are not generally 
pointed out as being the victims of inflation. They are not noisy or 
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complaining. On the contrary, the real forgotten men and women 
have remained inarticulate. They have no organization, no pressure 
group. They issue no propaganda. They conduct no parades and 
make no fiery speeches or denunciations. They have no banners or 
implements. They have no press. They issue no publicity. They 
have no lobby in Washington. They have no spokesmen, no defend- 
ers—not even many of us, their unofficial custodians, the bankers of 
America. 

They are the unknown, defenseless savings depositors. Their num- 
ber is Frets They represent the very backbone of our oitizenship: 
truly they are the victims and bear the brunt of a blundering economy. 
They are the class of thrifty investors, the men and women who, by 
rigid economies, by self-denial and from the sweat of their brows, have 
built up savings accounts. It is their money, large and small, that is 
invested in innumerable business concerns throughout the land. They 
have practiced self-denial, scrimped, and saved in the hope of pro- 
viding themselves with the necessities of life for their declining years 
when they are no longer able to work. It is the savings of the people 
that represents the seed corn of a government of free men. Some- 
thing must be saved for these people. 

Many years ago a woman presented her passbook at the savings 
window. She was a woman dressed in gingham, with three little, 
bashful girls by her side. After she presented her book to have the 
6 months’ interest credited to her account, she, with her little girls, 
made her way tothe front door. As she passed my desk I stopped her 
and said, “Lady, may I please look at your passbook?” She, knowing 
I was an officer of the bank, acceded to my request. In that book was 
a deposit of $5,000. I asked her where the $5,000 came from. This 
was her story: Her husband was killed in the line of duty. He had 
purchased a life-insurance policy in the amount of $5,000, payable to 
his wife, the mother of his 3 little girls. This fatherless family lived 
in a rented home. One of the girls, 6 years old, was in school; the 
others were younger. The woman had drawn some of the principal, 
as well as the interest. She was doing domestic work to conserve 
as much of her savings deposit as possible. Her earning ability, plus 
the $5,000, was all she had in the world to provide for herself and her 
3 little girls. Imagine her added predicament now that a sizable per- 
centage of the purc chi asing power of this money was lost to her. 

The standard of living of this little family was oe ae upon 
the preservation of the purchasing power of this money. Education, 
medical care, culture, self-reliance, are interwoven in these dollars. 
All of us have heard the liberals, that is, liberal with other people’s 
money, say that there is no relationship between money and human 
rights. Would anyone dare take issue with me or you that human 
rights and purchasing power in this particular case are not one and 
the sime? Is it not logical to assume that when purchasing power is 
destroyed, so also are human rights? 

And then there were the two bachelor farmers, who had come to an 
age past threescore and ten, when they no longer were able to carry on. 
They disposed of their farm for an amount sufficient in dollars to 
sustain them during their remaining years. The proceeds of that 
sale were placed in our bank, they believing that sound dollars in- 
vested was employed labor in another form. Since the deposit was 
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first made, the purchasing power of those dollars has depreciated 
measurably and the interest paid on savings has been reduced by 
Government mismanaged currency program. With the money re- 
ceived from the sale of their farm, they could have resorted to specu- 
lation—you know what I mean without further elaboration. What 
did they decide todo? They decided to place their sustenance money 
in what they thought was a riskless reservoir—a savings account. The 
bank where their money was deposited is sound, yet in purchasing 
power their money has tragically depreciated. 

These two cases are no isolated examples. In every bank in every 
town in our land of the free, numerous like cases exist. 

While I am proud to say that depositors in Salt Lake City banks 
did not have large losses in bank failures, I think we all remember 
the hardship suffered through those losses. But the gigantic swindle 
of inflation continues without a bank or school educational program 
to combat it. 

Dr. Spahr, whose testimony you have heard, has pointed out that 
the losses from closed banks ‘during the 13 years from 1921 to 1934 
were $1,901 million while the losses in average purchase value of dol- 
Jars invested in life insurance, savings accounts and Government 

savings bonds were 61 times greater during the years 1941 to 1951 
for a total of $116,565,524,000. Over $77 million was lost in life in- 
surance, and while the Treasury Department was extolling the merits 
of E, F, and G bonds as a sound investment, they lost nearly $19 
billion in purchase value. An additional 10 percent at least has been 
Jost since 1951. 

These losses have been sustained almost entirely through the use 
of the financial magician’s prop called “monetization of the debt.” 
For 20 out of the last 23 years, dollars have been created out of thin 
air to help pay Government deficits. Just as watering milk is dis- 
honest and creates no more real milk, so is diluting our supply of 
dollars with synthetic ones created on bank ledgers. The increased 
supply of dollars has debased every dollar that has been saved. 

America will be destroyed if we permit this condition to continue 
unchecked. Men will not struggle to save if they know that they are 
ultimately to be denied the fruits of their labors. 

No trick of logic will ever be able to destroy that human trait. 
That fact is known to those in power. As individuals and as classes 
we are rapidly losing our national outlook. Our protests against 
the unlimited outpouring of borrowed money grow fainter and fainter. 
States and their local subdivisions are losing their constitutional auto- 
nomy. Federal projects and grants have done their work. We have 
abandoned many of our time-honored safeguards—most important of 
all, the gold standard. 

Prior to 1933, we balanced our budget on an average of 4 out of 5 
years throughout our history as a Nation. When we abandoned the 
discipline of gold-convertible currency in 1933, we permitted the 
‘Trojan horse of monet: ry ruin to enter our gates. 

I believe that we cannot survive unless this discipline is restored. 
The freedom to demand gold for currency has in the past, and will 
in the future, produce a thrifty Government, sound dollars and pre- 
serve free men. 
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Unless the present administration carries out their promise to re- 
establish the gold standard, made without reservation, dollars as we 
have known them may degenerate into dougnuts. 

We need standards. We need the Bureau of Standards. And we 
need standards beyond where the Bureau of Standards has any juris- 
diction. We are constantly and greatly concerned about what goes 
into an aspirin tablet, what goes into a vitamin er and what goes 


on the labels of the commodities we offer the public for purchase— 
and it is proper that we should be so concerned. If wool cloth has 
5 percent of rayon in it, the label must say so—or the man who made 
it and the man who sells it are due for trouble. 

But it is sometimes puzzling how some people can be so concerned 
about the content of a yard of cloth and yet seemingly so unconcerned 
about the content of our basic standard of monetary value—the dollar. 
Our depositors wouldn’t be, if they only knew. 

A man _— well go to jail if he changed, in any particular, the 
content of a standard prescription—but we cannot well forget that 
some asittions of Americans were once robbed of some 40 percent of 
their life’s savings by a stroke of the pen. 

It is inherently sound for anyone to have the right arbitrarily to 
take from a person a major part of his savings—or make it so that a 
substantial part of his life’s efforts are lost? If this false principle 
were to prevail, people would increasingly ask, “What are we work- 
ing for?’ 

(Suppose eternal salvation were put on any such basis. Suppose 
a man were to do his best to keep the commandments and then when 
he went for his reward found that the Lord had arbitrarily changed 
the rules overnight. ) 

Without a gold standard dollar, no man can know what he is con- 
tracting for in the future. As the old story goes, he may promise to 
deliver or to pay 6 of something, but without a gold standard he does 
not know in advance whether he is going to have to deliver 6 rabbits 
or 6 horses— or 6 mice or 6 elephants. Noarrangement for any future 
payment can have much definite meaning—and no savings in any 
liquid form can mean much, so long as the fiat of one man or any 
combination of men can, overnight, say that this dollar is now worth 
half or double what it was. 

A promise to pay is a promise to pay. A contract is a contract. 
And when we enter into a contract, we enter into it in terms that are 
definable. We do not just say we promise to pay 10,000. We say 
$10,000. But if a dollar has no fixed value we do not know what we 
are promising to pay any more than we know what we are contracting 
for if we order a building without specifications, or a bridge without 
a description of its structural strength, or wine that has been 10 times 
watered. 

We have laws against watering stocks, laws against tampering with 
securities, but no effective law, it seems, to preserve the integrity of 
the dollar and to keep its traditional gold content at 255¢ grains of 
gold, nine-tenths fine. 

A fickle and arbitrary dollar value takes the power of prediction 
out of business and takes the inherent integrity out of contracts, and 
takes away the incentive for people to save. 
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Vagueness in money matters is something we cannot afford. We 
cannot afford to be at the mercy of any one man or at the mercy of 
the fallibility of judgment of many men; when we are dealing with 
eontracts for the future, with the savings of widows and orphans, 
and of people whose productive period has passed, when we are 
dealing with safety and security, economic soundness and incentive, 
and with the future of our families, we need a dollar that cannot 
arbitrarily be made into a doughnut. 

Senator Roperrson. We have three bills. Does the Senator from 
Utah know if Mr. Adams endorses all three of them or one in par- 
ticular / 

Senator Warxrns. I think he discusses the general proposition with- 
out going into any specific piece of legislation now before the com- 
mittee. I think he is strictly in favor of a return to the gold standard. 

Senator Bricker. He goes into the gold standard and also the free 
sale of gold ¢ 

Senator Warkins. That is right. 

Senator Roperrson. Mr. Chairman, I might also ask this question 
of the distinguished Senator: In view of the fact that we have had 
similar legislation before us for 5 years and the administration has 
always been opposed to it, is he proposing a free market for gold, 
endorsing the free market for gold, and if he is, is that in accordance 
with the views of the present administration ? 

Senator Bricker. The recommendations of the various departments 
will be made a matter of record here. We haven’t them yet. We will 
have them. Mr. Randolph Burgess will be here from the Treasury 
to testify. 

Senator Warkrns. May I call attention to a statement that Mr. 
Adams makes on page 5: 

Unless the present administration carries out their promise to reestablish the 
gold standard, made without reservation, dollars as we have known them may 
degenerate into doughnuts. 

Mr. Adams did a very fine job of expressing his views on these 
matters. 

Senator Bricker. I think that is a pretty positive statement. 

Senator Warkrys. I haven’t examined recently the Republican 

platform. I don’t know if it makes that commitment or not. Mr. 
Adams said we did and puts it in firm terms. 
_ Senator Bricker. Senator Bridges is not able to be here this morn- 
ing. He is the author of the bill on the gold standard reestablish- 
ment for currency in this country. Mr. Wiggin, his administrative 
assistant, has a statement that he wants to make a part of the record 
at this time. 


STATEMENT OF CHESTER M. WIGGIN, ADMINISTRATIVE ASSIST- 
ANT TO STYLES BRIDGES, A UNITED STATES SENATOR FROM 
THE STATE OF NEW HAMPSHIRE 


Mr. Wiectn. My name is Chester Wiggin. I am administrative 
assistant to Senator Styles Bridges. Senator Bridges’ bill is S. 
2352. He had fully intended to appear before the subcommittee and 
make the statement this morning. Unfortunately, as you know, he 


is confined to the hospital with an illness. He is necessarily absent 
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and therefore asked that the committee accept this statement and 
that it be made a part of the record. 

Senator Bricker. Thank you very much, Mr. Wiggin. Will you 
convey our regards to the Senator and Say that we hope he will be 
out soon. 


Mr. Wicarn. I will, sir. 

Senator Bricker. Without objection, Senator Bridges’ statement 
will be made a part of the record. 

(The statement referred to follows:) 


STATEMENT OF STYLES [RIDGES A UNITED STATES SENATOR FROM THE STATE OF 
New HAMPSHIRI 


Mr. Chairman, I am glad of this opportunity to address you briefly concern 
ing my reasons for having introduced the bill which your committee now has 
under consideration 

Twenty-one years ago during a period of great social unrest and economic 
experimentation, the American people were persuaded to give up one of the 
basic safeguards of their liberty—they surrendered all their monetary gold 
and they gave up the right to require that the Federal Government maintain a 
sound currency redeemable in gold 

Another effect of the gold seizure—an effect which, in my opinion, is equally 
serious—was to remove from the Congress its constitutional power and obliga- 
tion to coin money and regulate the value thereof. 

Because of the power flowing through this law to the administrative branch 
of the Federal Government, our Nation has experienced an almost unbroken 
series of unbalanced budgets without restraining influence of redeemable cur- 
rency; an almost uninterrupted process of monetizing Federal debt—which 
(in essence) is little more than a method of creating interest-bearing greenbacks. 

In my opinion, this has been possible only because the people have never under 
stood the purposely elaborate mechanism of debt monetization 

There are few of our citizens who realize that the monetization of debt, 
instead of being a matter of borrowing real money (the kind of money the 
Government borrows from the people and from savings institutions) is a matter 
of causing commerecal banks to manufacture new, unearned money (circulating in 
the form of bank checks) which achieves value only by taking away part of 
the value of the earned money that is in the hands of the people. 

It is the same principle as adding water to milk: The water blends with and 
takes on the qualities of the milk, but the quantity of real milk remains 
nnchanged. 

During the 21 years in which we have had irredeemable currency, the value 
of the dollar has fallen to 48 cents. 


HOW WAS GOLD TAKEN AWAY? 


In considering the advisability and desirability of restoring gold to the 
people, I suggest that we look back at the origin of the scheme that led up to 
the seizure of gold in the United States. 

Insofar as I can determine, it started in England among the Fabian Socialists 
as an absolute requisite to economic planning by a strong central government. 

The master architect was the eminent British economist, Maynard Keynes, 
who mysteriously jettisoned a lifetime of sound, sensible economics to serve 
the welfare state program. 

It was agreed by the political economists that the welfare state program, which 
rested upon the spending of money that did not exist, could not operate if the 
people retained the power to demand that their money be redeemable in some- 
thing of value—which, in the case of the United States, was gold. 

So, when the idea of the New Deal was imported from England the key to its 
success was properly identified as the power to spend without having to get 
permission from the people 

This key was the monetization of public debt. 

This Socialist philosophy found its way into the United States by way of 
Harvard University, and from that center of experimental political science 
the power and influence of his theory spread into almost every university 
in the Nation. 


5980—54———-2 
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The net result was to give an air of decency to a fiscal device to which honest 
governments should resort only in times of diré national peril. 

This, then, was the origin of the gold law of 1933: The law which this bill 
would repeal. 


THE EVILS OF DEBT MONETIZATION 


I cannot express too strongly my opposition to debt monetization on the part 
of government. 

It can be used as a springboard for almost every evil practice of government. 

The basic principle behind the monetization of public debt is immoral. 

Monetized debt is a three-way curse upon the people. 

It is an immediate curse on the people whose hard-earned money is thereby 
diluted and devalued. 

It is a long-time curse on the people who must pay the taxes needed to service 
the monetized debt. 

And it is a curse on the future generations whose taxes must retire that debt. 

It may be said that the debt is so huge that it will never be reired in any 
of the conventional manners. 

Quite possible that is true, but if it is true, the foreboding alternative would 
appear to be either an endless drain in interest payments or repudiation of our 
entire money supply. 

se that as it may, much irreparable damage has already been done to millions 
of retired pensioned citizens whose fixed incomes have been cut in half by debt 
monetization. 

And I want to say to you with all the vigor at my command that the least 
that the Republican Party can do is to carry out its platform pledge and put an 
end to this unbridled power and restore to the American people the bulwark 
of liberty represented by congressional power over the public curse. 


UNITED STATES DOLLAR SUFFERING FROM PERNICIOUS ANEMIA 


This bill would work toward what I consider to be the best solution to the 
problem of what we can do about the pernicious anemia that has attacked he 
American dollar. 

This anemia is the result of the $90 billion of unearned money that has been 
added to our national money supply, and this money has sapped the vitality of 
all our money. 

The best solution, in my mind, is to stop this dilution at its present level and 
allow the natural increase in productivity (about 3 percent a year) to gradually 
restore the value of the United States dollar. 

It is true that this would not be much help to the millions of people trying 
unsuccessfully to live on their past savings. 

They are beyond any form of help except handouts and charity. 

But at least we can arrest this creeping plague that has persistently weakened 
the purchasing power of the United States dollar. 

This I consider to be a moral obligation of the first magnitude, the discharge 
of which would, in my opinion, arouse the enthusiasm of a grateful people. 


WAS THIS DEBT NECESSARY? 


There are those who oppose this step on the grounds that without debt moneti- 
zation we could have never weathered the storms of the past 14 years and that 
we might need it in the future for its alleged value in dealing with new storms 
of equal or higher intensity that may lie ahead. 

To say this is to say that the American people would not support the Federal 
Government in financing essential programs. 

This I do not believe. 

But even though this argument may have no validity, I admit that it should be 
considered at this time. 

I don’t think that we have to be economic experts to see what would have hap- 
pened had the Government not resorted to debt monetization. 

Within practical limits at least, we can see what would have happened. 

In the first place, the full cost of war and relief would have been paid out of 
taxes or out of real money raised through the sale of savings bonds to individuals, 
savings banks, and insurance companies. 

This would not have eliminated public debt, but it would have meant that there 
would have been no substantial increase in the money supply because the debt 
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would have been a subtraction from the money supply in the hands of the people. 
As a result the dollar would still be worth about 100 cents. 
It might be said that the rate of interest on the debt would have been greater. 
This is undobutedly true, but the extra interest would have had to be tre- 
mendous to equal the loss in value of the people’s savings accounts and insurance 
policies. 
For every dollar saved in interest, probably $10 of real value is destroyed. 


GOLD A GREAT STABILIZER 


The history of the gold standard does not indicate that it is a perfect institu- 
tion, but from my observation, it can be said, without question, to be the least 
worst method of money control ever devised by man. 

The human desire to be able to get gold is exceedingly strong, but under normal 
conditions the knowledge that it can be had at any time in exchange for paper 
money sharply reduces that desire. 

Confidence in gold is a wonderful thing 

For example, when we stopped monkeying with the currency and resumed 
gold specie payments after the Civil War, there was more gold turned in for 
paper money than there was paper money turned in for gold. 

After all, there is no advantage in a citizen holding gold unless the Govern- 
ment is going to devalue the paper money—that is, unless the gold will bring 
more paper mouey at some future date. 

A Government, therefore, that is not suspect of manipulating the value of the 
people’s savings need never fear a domestic run on the Nation’s gold stocks. 

It does not seem necessary to touch on the possibility of an international 
run on our gold stock because internationally we have never been off the gold 
standard: Any foreign government or foreign citizen (through their central 
banks) has been able ever since 1933 to exchange 35 United States dollars 
for an ounce of United States gold. 

The most active deterrent to the buying of monetary gold is that the buyer 
must give up the goods and services that could be bought with it. 

Moreover, gold is sterile: It draws no interest. 

It is true, of course, that if there were any rumors of any intention on the 
part of the United States to raise the dollar price of gold, there would probably 
be a substantial withdrawal of United States gold by foreign holders of 
United States dollars in anticipation of the devaluation, and at the same 
time there would probably be serious dislocations of domestic as well as inter- 
national trade. 

WHAT THE PEOPLE THINK ABOUT GOLD 


I believe that your committee should also take cognizance of the desire of 
the American people regarding the ending of inflation and the resumption of 
the gold standard, 

A short time ago I received a copy of a public opinion survey conducted by the 
highly regarded Opinion Research Corp. of Princeton, N. J. 

This survey, which is dated February 1954, touched upon a variety of 
subjects but included three questions highly pertinent to the problem your 
committee has under consideration. 

The answers to these questions confirm what we already know, namely, that 
although there is little technical understanding of money manipulation on the 
part of most nonprofessional people, not to mention the run-of-mill citizen, the 
so-called common man seems to have an intuitive native wisdom and perception 
concerning the basic significance of complicated issues. 

But I was surprised to find that the one inflation factor that most political 
experts have always considered politically useful, namely, the psychologi- 
eal effect of the extra dollars burning holes in the people’s pockets, has lost 
its magic. 

The evidence is found in the people’s answers to one of the questions in the 
aforementioned survey, which read as follows: ‘‘Considering your income and 
the cost of living, are you better or worse off than you were 5 or 6 years ago?” 

Only 37 percent said they were better off; 26 percent said there was no 
change; and 35 percent said they were worse off. 

What seemed to me to be the clincher regarding the popularity of inflation 
was the following question: “If you had a choice, would you rather get ahead 
by receiving more money or by being able to buy more with the amount of 
money you are now receiving?” 
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Sixty-eight percent said they would rather be able to buy more with the amount 
of money they are now receiving. 

Allowing for even a substantial percentage of error in the survey, this indi- 
cates to me that once again the sentiment in the grass roots has gotten ahead 
of the sentiment in Washington. 

Another question in this survey was asked immediately following a_ brief 
review of the function of the gold standard. 

The question was: “Does going on the gold standard sound to you like a good 
way of controlling high prices and inflation or not?” 

Sixty-one percent said yes. 

Sixty percent of the farmers were in favor of the gold standard. 

I am including with the typed copy of these remarks a complete copy of this 
survey as an extension of my remarks. 


ADVANTAGES OF RESTORING 


Not being technically competent on this matter, I have not attempted to make 
this a technical paper, but I believe it would be remiss not to include the answers 
to a group of questions that I have discussed with technical experts in whom 
I have complete confidence, 

They are as follows: 

(a4) Redeemable currency has played an essential part in the growth and 
development of our Nation for 123 years and there is abundant historical proof 
that a continuation of the present policy could bring catastrophe, because un- 
restrained spending can cover up the symptoms of economic breakdown and 
delay the diagnosis until the situation has hecome desperate. 

(6) The return to gold would not involve the risk of undue contraction of 
the money supply. 

(c) The return to gold could not completely insure the end of inflation but 
would at least act as a strong deterrent. 

(d¢@) The return to gold would not induce deflation. 

(e) The return to gold would be insurance against severe and prolonged 
depression. 

(f) The return to gold would encourage investment and production, and 
therefore, employment. 

(7) The return to gold would reduce the need of elaborate governmental con- 
trols over the money-credit system. 

(h) The return to gold would aid in restoring the independence of the Fed- 
eral Reserve System. 

IS NOW THE RIGHT TIME? 


We now come to a question that has probably been asked of governmental 
committees such as this for 5,000 years of recorded history: Is this the right 
time to return to sound money? 

I have tried to canvass the various reasons that might be advanced in favor 
of procrastination. 

First is the suggestion that we do not have enough gold in relation to the 
money supply. 

The answer to this seems to be in the simple arithmetic of the situation: 
We have more gold in ratio to the supply of money than we had during any of 
the 15 years preceding the seizure of gold in 1933. 

This ratio is 9.7 to 1. 

The average ratio from 1915 to 1933 was 8.6. 

It is true that the ratio has dropped from a high of 24.6 in 1941, but that is 
directly traceable not to a decrease in gold but to an increase of more than 
$135 billion in the money supply. 

Most of this $135 billion, of course, is monetized debt. and if we keep on 
adding to it, we could easily reduce our gold ratio to a level that would make 
it unsafe to restore redeemability. 

And needless to say, there are groups both within and without America who 
would like to see the American dollar reduced to this condition. 

In my considered judgment, the return to gold in the near future is not only 
safe but an important step in stemming the flood of cheaper and cheaper money 
that could inundate the foundations of American strength and prosperity. 
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GOLD ENCOURAGES BALANCED BUDGETS 


Second, there is the reasoning that we must not return to gold until the 
budget is balanced. 

On the contrary, it is my opinion that a return to gold would encourage a 
balanced budget. 


NO CHANGE IN FOREIGN DEMAND FOR UNITED STATES GOLD 


Third, is the argument that we must not return to gold until world conditions 
are more stable 

The logic behind this theory is somewhat obscure because internationally we 
have not been off the gold standard 

I have, however, tried to look at every possibility, 

Perhaps we should ask ourselves: Would the return to domestic convertibility 
start a run on American gold by foreign claimants? 

This seems extremely unlikely because the use of American dollars to pur- 
chase American gold instead of American goods is the essence of economic self- 
denial and I don’t believe that any foreign nations today would risk the political 
reactions from their people that would result from using any substantial pro- 
portion of their precious American dollars to buy a sterile asset called gold. 


EFFECT ON FOREIGN ECONOMIC ATID 


Perhaps we should ask ourselves: Would the present economic instability of 
the foreign nations be aggravated by our return to domestic convertibility ? 

In considering this question, it is only fair to admit that if our domestic 
convertibility resulted in a balanced budget, which in turn, could result in 
diminished Government spending, which in turn, could result in a reduction in 
ur economic aid to foreign countries, there could be some undesirable tempo- 
rary economic reactions in some foreign countries, particularly those whose 
‘iy from an unwillingness to do their best to help themselves, 

It is my opinion, however, that if we are truly the friend of these nations, we 
will face up to the fact that their salvation depends upon their getting back on 
their own feet through their own productivity. 

I do not admit, however, the inevitably or even the likelihood of such reper- 
ussions abroad. 

On the other hand, I have been assured by many experts in whom I have 
confidence that domestic convertibility in the United States will help stabilize 
the international economic situation because of five reasons: 

1. The United States dollar would be quoted at the same price everywhere. 
It would help all nations who are so disposed to return to sound money. 
3. It would promote the revival of private enterprise in international trade. 
1. It would solve at least some of the trade and travel difficulties now 
incorrectly placed on the doorstep of our tariff policy 
5. It would increase the ability of American private economic aid to take 
the place of the present aid supplied by the Federal Government 

Not being qualified, I cannot document or demonstrate these five points, but 
I am sure that there is available to you the expert testimony that will estab- 
lish their reliability 
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INFLATION MORE DANGEROUS THAN INACTION 


There may be some now-is-not-the-time arguments that I have not covered, 
but if there are any, they are probably not economic in their nature, 

For those people dedicated to a managed economy through a managed money 
supply. there will never be a right time 

For those people who would like to destroy the American system by the process 
of legal confiscation of private property through inflation, there will never be a 
right time. 

Neither I nor anv man alive can state the precise results of the restoration of 
redeemable currency in America, but this much I can say with deep conviction: 
Whatever may happen if we do resume cannot be as bad as what will happen 
if we don’t 

Senator Bricker. We will call next Mr. Randolph Burgess. Mr. 
Burgess, we are glad to have you with us. Will you give your name 


and official position to the reporter and proceed. 
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STATEMENT OF W. RANDOLPH BURGESS, DEPUTY TO THE 
SECRETARY OF THE TREASURY 


Mr. Burerss. Mr. Chairman, my name is Randolph Burgess. I 
am Deputy to the Secretary of the Treasury and have debt manage- 
ment matters and also international problems of the Treasury under 
my supervision. 

I am sorry, Mr. Chairman, that I didn’t have the statement by my 
old friend, Orval Adams, and the statement of Senator Bridges in 
full so that I could comment on them. 

Senator Bricker. You can read those, and if you care to appear 
ag rain we will be glad to have you. 

Mr. Burcess. I have a f: airly substantial statement, Mr. Chairman, 
because of the importance of this topic. Copies I believe are avail- 
able for distribution to the committee and to the people in the 
audience. 

Senator Bricxer. We already have them. 

Mr. Burcess. I welcome this opportunity, Mr. Chairman, to appear 
before you to discuss the important subject of gold. 

This committee is considering bills which raise three questions 
of gold policy. S$. 2332 would put the United States back on the gold 
standard as we knew it prior to 1933. S. 13 and S. 2364 would estab- 
lish a domestic free market for gold, and the fourth bill, S. 2514, 
involves, among other things, the question of an increase in the official 
price for gold. It is appropriate that the Congress should examine 
these questions. 

Various aspects of these questions were reviewed by subcommittees 
of the Joint Committee on the Economic Report under Senator Doug- 
las in 1949-50 and Congressman Patman in 1952. 

From the founding of our Nation until 1933, with interruptions in 
time of serious war, the dollar was firmly attached to gold. The 
gold value of the dollar, established under Washington and Hamilton, 
was not changed, except fractionally, for over 140 years. The con- 
fidence in the value of the dollar which this helped instill in our 
people and the people of other countries was one of the foundations 
of the Nation’s spectacular economic success. 

All business life depends on the making of promises, commitments. 
and their fulfillment. Lending and borrowing money, contracts to 
buy and sell goods and services, savings and investments all depend 
on confidence that money will keep its value. When this confidence 
is broken, as we have seen in so many countries, the economic life is 
disorganized and retarded. 

The solid link between the dollar and gold is a valuable heritage. 
Fundamentally, of course, the confidence of the people in their money 
must lie in their faith that their Government will conduct itself effi- 
ciently and prudently—that all of its policies, and particularly its 
budgetary and fiscal and monetary arrangements, will be honest and 
competently conducted. Nevertheless, a fixed relationship between 
gold and the currency of a country gives an added element of confidence 
and security. 

In recent years the link between the dollar and gold has represented 
a basic stable relationship in an unstable world economy. Economic 
values the world over have been measured in terms of the United 
States dollar. 
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OUR PRESENT GOLD POLICY 


Now, I should like to ~eview just what our present gold policy is, 
and how it got that way. 

You will recall that in the banking holiday in March 1933, we 
stopped redeeming currency in gold, and in April, under emergency 
legislation, the public was required to surrender gold coin and § gold 
bullion to the Government. 

I remember, Mr. Chairman, that period extremely vividly because 
I was an officer of the Federal Reserve bank in New York. I remem- 
ber how those people came in with their satchels and bags and lugged 
the gold away and a few weeks later came scrambling back with it. 
It was a revelation of human emotion and reaction that a person 
never forgets who has seen it. 

The Agricultural Adjustment Act of May 1933 gave the President 
power to alter the gold content of the dollar. Under emergency 
authority a series of increases in the price of gold was made over a 
period of months. The Gold Reserve Act of 1934 in effect confirmed 
the previous emergency actions and gave the Secretary of the Treas- 
ury broad powers in buyi ing and selling gold and issuing regulations 
with respect to gold. Thereupon the President, in January 1934, 
established the dollar value of gold at $35 per ounce, an increase of 
69 percent from the value maintained for over 140 years. 

Since January 1934 there has been no change in the official price 
of gold. The President’s power to change the gold content of the 
dollar lapsed in 1948. The Bretton Woods Act of 1945 in substance 
terminated the power of the Secretary of the Treasury to buy or sell 
gold at other than the established price of $35 an ounce. There have 
been several legal opinions that support that point of view. 

Under present laws and regulations this country is on what may 
be termed an international gold bullion standard. We buy and sell 
gold freely with other countries through their central banks and 
treasuries at the price of $35 an ounce, plus or minus a handling charge 
of one-fourth of 1 percent, in accordance with the rules of the Mone- 
tary Fund. 

We do not coin gold. We do not allow our citizens to hold gold 
except in industry and the arts and as jewelry or collectors’ items. 
Individuals and businesses cannot export gold without license. Our 
citizens can buy gold dust but have shown little interest in doing so. 

Our rules governing our citizens in these matters are basically 
similar to those of other countries with developed economies. There 
is not one of these countries where the central bank or treasury re- 
deems its currency freely in gold coin, though in a number of coun- 
tries the citizens can buy gold in a so-called “free market,” at what- 
ever price it may be available. 

Since the removal of unnecessary restrictions on the citizen is a 
steadfast objective of this administration, we are reviewing the regu- 
lations concerning gold, in an endeavor to find ways in which we 
may reduce the administrative burdens which they impose on in- 
dividuals and firms. We hope that present conditions in the world’s 
economy will permit us to publish soon certain simplifications of the 
gold regulations, which I believe will be welcomed, although the ‘y will 
not involve any modification of our general gold policy. 
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The object of our policy and regulations is to protect our gold re- 
serves, which support the value of money and can be used to settle 
international balances. The United States holds $22 billion of gold 
out of the world’s monetary stock of gold of $36 billion. 

Senator Bricker. Does that take into account what Russia is sup- 
pose od to have? 

Mr. Burcess. That is exclusive of Russia. We don’t know how 
much Russia has. We have various estimates. What it is really 
nobody quite knows. 

This huge stock of gold is a bulwark for confidence in the value of 
currency. Ina world of great uncertainties it is one of the anchors 
of value on which business transactions depend. 

It has been said sometimes that the gold in Fort Knox and other 
mint institutions is idle and useless. Nothing could be less true. 
This gold is the legal reserve of the Federal Reserve System against 
its deposits and currency in circulation. For 20 years the knowledge 
all over the world that the United States dollar had back of it this 
stock of gold coupled with the intention and the assured ability to 
maintain a constant price of gold, was at least one firm basis for meas- 
uring world values. It is a major reason why the dollar can be used 
everywhere to settle international transactions. 

In summary, this is our present gold policy: We are maintaining 
an assured ability to support a constant relationship between gold 
and the dollar—a relationship which is as important to foreign coun- 
tries as it is to us. 

This continuing and unchanging link is, in fact, the most important 
part of our policy. It is more important than the redeemability of 
currency into gold. It is a point of stability in a world which sorely 
needs a stable basis upon which to build a secure and healthy inter- 
national economy. 


CHANGE IN POLICY PROPOSED BY BILLS 


Let me review briefly the changes in policy proposed by these four 
bills. 

One of the questions raised by the bills before you is whether it 
is now wise to reduce the restrictions which we have maintained to 
protect this monetary reserve. Can we safely now run the risk of 
letting both our own people and people elsewhere draw down this gold 
freely and perhaps dissipate it so that the strength of our monetary 
reserves is impaired ¢ 

Senator Rosertson. You have mentioned that we have before us 
four bills. One returns us to the gold standard, two provide for 
free domestic market, and the fourth provides for an increase in the 
price of gold. Is anyone of these a minor step or are they all 

Mr. Burerss. I think, Mr. Senator, those are all major steps. I 
will come to them 

Senator Ropertson. Then I understand that the Treasury Depart- 
ment is opposed to all of the bills? 

Mr. Burcess. At this time, yes, sir. 

Senator Rorerrson. Does that reflect the viewpoint of the White 
House ? 

Mr. Bureess. Yes, sir, I think that is a fair statement. 








oes 





GOLD RESERVE ACT AMENDMENTS 19 


Senator Roperrson. The next question is: Is the Treasury unalter- 
ably opposed or just mildly opposed ¢ 

Mr. Burcess. We are unalterably opposed at this time, sir. 

Senator Ropertrson. In the debate on the excise tax the Treasury 
was quoted as being unalterably opposed to the excise-tax bill but 
the White House was just mildly opposed or maybe not at all. It is 
clear that on all four of these bills the Treasury is unalterably 
opposed ¢ 

Mr. Burcess. That is correct. 

Senator Roperrson. Is the White House unalterably opposed ? 

Mr. Burerss. You would have to ask the White House about that. 

Senator Ror RTSON, You are representing the White House here. 
What is your personal viewpoint ? 

Mr. Burgess. I am represe nting the Treasury— 

Senator Roserrson. The Treasury is the monetary expert spokes- 
man for the White House except when the White House speaks for 
itself. You said the White House was opposed, didn’t you? 

Mr. Burcess. To the best of my knowledge and belief we are speak- 
ing for the entire administration. 

Senator Rornertson. You don’t like to say now whether just mildly 
or unalterably ¢ 

Mr. Burcrss. I would rather try not to qualify the precise degrees. 

Senator Roserrson. Do you think we could later supplement this 
record to find out if the White House is also unalte ‘rably opposed ? 

Mr. Burerss. I will be glad to see whether we can do that. 

Senator Ronertson. If you could get us some information on that 
I would like to have it, and then we won’t have any questions when we 
get on the floor as to the administration’s position, if we ever get 
there. 

Mr. Bureerss. Yes, sit 

(Statement submitted by Mr. Burgess :) 

Upon inquiry, I am authorized to say that the views expressed in my state 
ment are in accordance with those of the White House 

Senator Frear. Does that expression reflect your personal views, 
Mr. Burgess? 

Mr. BurGess. Yes, sir, it does. 

Senator Frear. At Ee present time? 

Mr. Burecess. Yes, s 

Senator Frear. | oii if I could ask a question or two? 

Senator Bricker. You don’t mind being interrupted ? 

Mr. Buroess. Not at all. 

Senator Frrar. In a speech I believe you made before the Connecti- 
cut Bankers Association on January 25, 1940, you are quoted as having 
said: 

I am inclined to agree with Mr. Aldrich in advocating going the whole way and 
putting gold in circulation as a means toward restoring confidence in money and 
of making still more difficult in the future changes in its gold value. In the 
long-term history of money such changes have been made more frequently for 
political than for sound economic reasons. With our present strong gold posi- 
tion we can afford to lead the way. I see no important advantage in delaying. 
In those areas of the world where trade is still possible we shall be in a much 
stronger position to advocate and assist in achieving that currency stability which 
is essential to trade if our own position is definitely assured. Such action is a 
logical part of any program for lowering trade barriers. 
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We should however, have no illusions that the restoration of the gold stand- 
ard would eliminate management. With our present huge gold supply we must 
still have management, but the area for management would be somewhat nar- 
rowed and responsibility would be less divided. 

That is the end of the quote. 

Th question is: Why is it not a more propitious time today to re- 
store gold coinage than it was in 1940 when unbalanced budgets were 
still chronic, World War IT had begun and more unsettled interna- 
tional conditions could hardly be imagined ¢ 

Mr. Burerss. I would take issue with just the last part of that, 
Senator Frear. World War II was then a kind of stalemate. It had 
not yet absorbed the whole world in its flames. We didn’t have at that 
time a divided world between Russia and ourselves. 

I think it is typical of this world’s uncertainties that while we were 
gradually cr: awling back in the 1930’s to a more stable economic base, 
World War IT broke out and upset that whole equilibrium. My belief 
is, and I still believe as I did at that time, that it is desirable in the 
long run to have gold redemption. But I think things have happened 
since that time that have destroyed the wisdom of acting at this time. 

Senator Frear. You think the Communist menace then is greater 
than the Hitler menace was in 1940? You think that our condition is 
less stable than it was in 1940? 

Mr. Bureess. I think very much so; yes, sir. 

Senator Frear. In 1949, on November 10, an article appeared in the 
Commercial and Financial Chronicle. It quoted you, rightly or 
wrongly, sir, as follows: 

Of course, the modern economic planners don’t like the gold standard just 
because it does put a limit on their powers. They argue with some cogency that 
a gold drain may impose credit restrictions just at a time when the country is 
in a depression and credit restriction is undesirable. There are two answers to 
this: One is that even under the gold standard there are large areas for money 
management as Was amply demonstrated in the United States in the twenties. 

The second point is that politically managed money is almost always too 
liberal and almost never puts the brakes on expansion early enough or firmly 
enough. It is so easy for the desire to finance the Treasury cheaply to interfere 
with tightening credit when the welfare of the people will be served by resisting 
inflation. These political and human considerations are the real reason why 
we need the gold standard. 

I said that it is credited to you as having said it, Mr. Burgess. Am 
I correct in assuming that this statement still reflects your views? 

Mr. Burerss. That is correct. I made that statement in an ad- 
dress before the American Bankers Association in California in 1949. 
I still believe in the gold standard. I think that our present mainte- 
nance of the fixed relationship between the dollar and gold is of ma- 
jor importance in world recovery. I didn’t state in that statement of 
1949 a preference for a coin standard or a bullion standard or the 
time when it should be brought about. In fact, I specifically indi- 
cated that I didn’t think the time had arrived at that time. 

Senator Frear. I assume you are still of the same opinion, that you 
don’t think the time is right now? 

Mr. Bureess. That is correct. 

Senator Frear. What conditions then would you specify as to be the 
right time to do it? Are you still in accord with what you said in 
1940 about the conditions? 
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Mr. Bureess. Yes. I think that the uncertainties are yet the be 
removed. It is difficult to speculate and cast yourself forw: ard and 
say, “Under thus and thus conditions, I would do thus and so.” You 
don’t know until the time comes that you would really do it at that 
time. All I can say al the present time is that we don’t think those 
conditions have arrived. 

Senator Busu. Don’t you think, Mr. Burgess, that before a safe re- 
turn could be made to a gold standard, convertibility in our coinage, 
and so forth, that as long as we have gone so far that the Government 
should first balance its budget. Not for just 1 year, but establish 
the habit of balancing its budget and convince the people that the Gov- 
ernment is over a period of years going to operate on a balanced 
budget, the idea being if they don’t do that you have inflationary 
forces at work which tend to de *preciate the v: alue of the currency and 
therefore make manipulation of gold too tempting, if it is easily avail- 
able. Do you agree with that or not? 

Mr. Buroess. I think I would, Senator. Cert: ainly the balancing 
of the budget and courageous monetary and debt management policy 
are un essential basis of a good money program. You can’t run the 
risk of establishing gold payments until you think you can do the 
other along with it. As to prec ise timing, I think it is difficult to fore- 
cast in advance. Of course, I think also this is not just a domestic 
matter; this is an international matter. The gold standard is the 
method of making payments between countries, fundamentally. 
While domestically we are much nearer to the point where we could 
go on a full gold basis, internationally that is not so. Relatively few 
of the currencies of the world are even convertible with other cur- 
rencies, let alone with gold. 

Certainly the proposals made in the Randall Commission are the 
kind of things that ought to be done ‘first before you can run the 
risk of going on a fully convertible gold basis. I do develop these 
thoughts somewhat further on. Perhaps, Mr. Chairman, if I could 
vo ahead— 

Senator Ropertson. Just one question before you proceed. What 
do you think that patriarch and sage of the desert, Job, meant when 
he said he wished his adversary would write a book ? 

Mr. Burerss. I see the point of that. 

Senator Frear. I would like to call to Senator Bush’s attention, 
that in 1940 we had an unbalanced domestic budget just as today, 
and also that we have had more balanced budgets since 1946 than 
previous to 1946, that is, between the period 1940-46 and the period 
1946-52. So that our conditions have changed some as far as the 
balanced budget is concerned. 

Senator Busn. Well, I don’t know that I would agree with that 
statement that they have changed. 

Senator Frear. I mean, as far as the budget in dollars and cents. 
That is factual. 

Senator Busu. I think it is a question of interpretation of how 
much it has changed or whether the time is right. I think the matter 
has become clearer since 1940, and even in the last 5 years, the effect 
of an unbalanced budget on the value of the dollar. 

Senator Frear. I would like to get back to what I was asking Mr. 
Burgess before: What are the conditions necessary to have a free 
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market or free convertibility, and under what conditions would he 
advise and the Treasury advise giving that to the people? I think, 
of course, to stimulate this, the quotations were made as to the think- 
ing of the Deputy at those two periods that I quoted here. __ 

Senator Bricker. Do you discuss further, Mr. Burgess, in your 
statement the relationship of the gold standard as such to the debt 
limitation ? 

Mr. Burcess. No, I don’t think I have referred to the debt limita- 
tion, Senator, specifically. That is one of the details of a fiscal policy. 
But I don’t think I related it particularly in the statement to the cold 
policy y. 

Senator Bricker. If there are no other questions, you may proceed. 

Senator Frear. Thank you, Mr. Burgess. 

Mr. Burcess. It is the position of the Treas sury that it would not be 
wise now to take the risk of a major step in relaxing restraints. We 
still live in a very uncertain world. A large part of the world’s new 
gold production has been vanishing into gold hoards and becoming 
unavailable for monetary reserves. Until the public temper is one of 
greater security, it would be unwise to expose our gold freely to the 
hoarde r. 

In making basic changes of policy, it is desirable to act courageously 
and firmly. But it is just as important to avoid acting prematurely. 
Premature moves invite the possibility of having to reverse the steps 
taken, perhaps under crisis conditions. And a retreat from an impor- 
tant advance can cause damage which far exceeds the benefits derived 
from the original advance. 

Since the end of the war the free world has experienced a series 
of crises. Some of these crises have been political in origin, arising 
cut of the division between free nations and those dominated from 
Moscow. <A state of international tension has been punctuated at 
intervals by physical aggression or the threat of aggression. Each 
of these attacks upon the security of the world has caused widespread 
political unrest and, as always, people all over the world have sought 
the safety of gold during such intermittent crises. I wish we were 
able to predict, today. that there would be no further disruptions of 
this sort. U ace we cannot make that prediction and a pru- 
dent government cannot act upon a basis of wishful thinking. 

Other crises which have swept the world in recent years have been 
economic in origin. When severe, these crises have shaken the ex: 
change rates of the countries concerned. Whether severe or not, they 
have put pressures on their gold reserves. The United States gold 
stock has been a focal point which feels the impact of these crises. 

I would like to enter into the record some statistics which I think 
will support these suggestions I have made. I will place in the record 
a table which shows by years the gold stock of the United States, and 
the required legal reserves of the Federal Reserve System, and also 
foreign holdings of bank balances or short-term investments in the 
United States which are potential claims on our gold. 

Senator Bricker. Without objection, they will be made a part of 
the record at this point. 

(The material referred to follows :) 
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TasLe I.—United States gold reserve versus requirements and potential claims, 
1922-53 





l Fore i 
I ted t I hort-ter ' 1 
End « ear Sta l j Id dollar .) 7 
reserve bal ct 
922 ; 3, 506 1, GSE 1, 009 69 
1923 3, 834 1,652 07 «, 049 
924 4 O00 1. 599 1, 237 2, 836 
192 3, 98 1, 508 1, 193 2 l 
1926 4,083 1, 544 1. 639 , 903 
1927 3, 977 1, 624 2, 591 t, 215 
1928 3, 746 1, 621 2, 48: 4 M4 
* 1929 3, 900 l,oll 2, 673 4, 284 
1930_. 4, 22 1, 562 2 35 3, 897 
1931 4 4,052 1, 781 1, 304 3, 085 
1932 4,045 1, 967 746 2,713 
1933 4,012 2. 166 392 2, 558 
1934 28, 259 2, 729 670 3, 399 
193£ 10, 124 3, 610 1, 301 4, 911 
1936 11, +22 4,101 1,623 5, 724 
1937 12, 790 4,170 1, 893 6, 063 
1938 14, 591 5, 099 2, 158 7, 257 
1939 l 6, 354 3, 221 9, 57 
1940 7, 897 3, 938 11, 83. 
1941 8, 310 3, 679 11, 989 
1942 9, 997 4, 205 14, 202 
1943 11, 902 5, 375 17, 277 
1944 14, 350 5, 820 20, 170 
1945 10, 868 7, 074 17, 942 
1946 10, 731 6, 481 17, 212 
1947 11, 204 7, 135 18, 429 
1948 11, 894 7, 756 9, 650 
1949 10, 753 18, 376 
1950 11, Of 20, 227 
195] 11, 720 21, 022 
1952 - 23, 252 12, 055 22, 786 
1953 io 22, 090 12, lol 23, 922 
1954, Jan. 31 22, 044 11, 799 23, 746 





1 Data are based on 3 somewhat differing series, as follows: 1922-28, estimates based on 1929 figure, 
adjusted for previous years by changes in foreign banking claims on the United States as published by 
the Department of Commerce; 1929-33, as reported to the Federal Reserve Bank of New York by banks 
in New York City; 1934-53, as reported to the Treasury Department by banks in the United States. 
Data represent short-term dollar balances of foreign official and private institutions and of international 
organizations. For the period 1944-53, holdings of U. 8. Government securities maturing within 20 
months after date of purchase are included. 

2 Includes $2,806 million, the increment resulting from the reduction in the weight of the gold dollar, 
January 1934 


Sources: Foreign short-term dollar balances Department of Commerce, The United States in the 
World Economy; Board of Governors of the Fe leral Reserve System, Banking and Monetary Statistics; 
monthly Treasury Bulletin and Federal Reserve Bulletir 

United States gold reserves and required gold reserves: 1922-41 Banking and Monetary Statistics 
1942-53 Federal Reserve Bulletin, 





Senator Busu. Those “foreign short-term dollar balances” mean 
short-term balances owned by foreign governments and nationals? 

Mr. Bureess. Foreign governments or central banks or national 
hanks and private owners as well. They are reported to the Federal 
Reserve banks as agents of the Treasury. A substantial amount of 
them are either invested by the Federal Reserve bank for the foreign 
central bank or they are held as balances there. That is in addition 
to gold which they may earmark here which would become a part of 
their gold a 

Senator Busn. Under ex xisting arrangements, if they were to be 
withdrawn, those withdrawals have to be settled in gold tod: iy ¢ 

Mr. Burcrss. If they ask for them in gold, yes, sir. I think it is 
highly unlikely. 

Senator Busn. I understand that. I just wanted to make the point 
that they do have the right to ask for gold if they want to withdraw it. 
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Mr. Burcess. That is right. 

As shown in table 1, between the end of World War II and the 
exchange rate adjustments of 1949, our gold reserve increased almost 
one-fourth, from $20 billion to almost $25 billion. The more realistic 
currency and price relationships which foreign countries achieved 
from the devaluations, and the added windfall from our large imports 
of goods after the fighting began in Korea—as well as the support 
afforded by the continuing flow of American assistance and United 
States Government expenditures abroad—caused foreign reserves to 
rise; so that our gold stock fell to $22 billion by the middle of 1951. 

Then, as foreigners again began to demand relatively more of our 
goods, they once more found it nec essary to send us gold. There wa 
that inflationary period where they ran into diflic ulties, partic cute 
sterling. Our reserves rose $11% billion between August 1951 and 
April 1952. 

There soon followed a substantial improvement in the economic 
stability of important countries overseas. This greater stability was 
reflected in a renewed outflow of gold from the United States. We 
have sold $114 billion worth of gold to foreign countries in the last 
18 months. 

Senator Bricker. Is that for goods? 

Mr. Burerss. That reflects their balance of payments, their positive 
balance of payments. It reflects largely the british recovery in their 
position. It follows their adoption of better budgetary control and a 
sounder monetary policy in part, and in part their climbing exports. 
It is an indication of the substantial improvement in the position 
of a number of European countries, following the application of what 
I have called good money policies. 

This ebb and flow of strength and confidence in foreign countries, 
which in large part accounted for these successive increases and de- 
creases of old gold reserves, was reflected also in changes in the price 
of gold in mar kets throughout the world. This is shown in the second 
table which I should like to lay before the committee. 

Senator Bricker. Without objection, it will be made a part of the 
record at this point. 

(The material referred to follows:) 


Taste II.—Free-market gold prices 


[In dollars per fine ounce for bar gold, converted at free-market rates of exchange] 


| 








Date Paris Hong Kong Beirut 

Dee. 31, 1947 52. 6 - 

Dec. 31, 1948 49. A4 48. 76 a" 

Dee, 31, 1949 46. 30 40.18 41. 63 
May 31, 1950 (pre-Korea) _- 38. 48 37. 31 36. 26 
July , 1950 (post-Korea) 43. 39 44. 59 39. 14 
Dee. 31, 1950 43.05 44. 47 40.13 
Dee, 31, 1951 idl 41. 38 42.71 39 00 
Dee. 31, 1952 38. 95 40. 48 37.81 
Dec. 31, 1953 7 35. 62 37. 25 35. 57 
Feb. 27, 1954 a ai . 35. 86 37. 58 35. 31 


Source: Taken from International Financial Statistics published by International Monctary Fund. 


Mr. Burcess. These are partly estimated. | You can see in that 
table that in 1947 gold sold in Hong Kong at $52 and it is now $37.58. 
But the premium has been gradually reduced as there has been greater 





GOLD RESERVE ACT AMENDMENTS 25 


confidence in the currencies and as the world position has moved some- 
what toward a more stable position. It is a very interesting thing that 
today in the free markets of the world gold is selling very ciose to our 
price. In this gold market that the British opened the other day, 
the price of gold has been about $34.96. That is a little under our 
price. It is almost exactly the same that the producer would get by 
selling the gold here 

Senator Bricker. That is a limited free market ? 

Mr. Burerss. That is right. It is not open to British citizens. It 
is not open to anybody in the sterling area. It is open to foreigners. 

Senator Bricker. Has the export of Russian gold had an important 
bearing upon that price drop ? 

Mr. Burcess. Some, although that has been a good deal exagger- 
ated. The actual amounts involved as nearly as we can make out are 
not as large as you might have gathered by just reading the headlines. 
It has been a factor. 

Another factor has been that the producers of gold have been sell- 
ing large amounts of their product on the free market rather than 
operating through the central banks. That is true of South Africa, 
for example. For awhile after the war the Monetary Fund tried 
very hard to keep these free markets down, to have all the gold just 
funnel into the official stores. But the attraction of selling at a pre 
mium was a little too great for human nature and it climbed the 
barriers. As this happened the supply of gold has caught up with 
the demand to a considerable extent and the price has got right down 
to the floor that we have maintained or very close to it. 

The } yrices in this table are the prices for bar gold. I want to make 
the ool that the prices for coins were a good deal higher than that. 
Kven now, when conditions are more stable than at any time since the 
end of World War II, gold sovereigns are selling at the equivalent of 
about $40 an ounce in various markets. ‘There is quite a substantial 
premium on gold coin. It indicates that if you released gold coin 
there would be a big demand for it all over the world that would 
absorb quite a lot of gold as far as anybody can judge. 

Of course, the exact price that they get for gold depends somewhat 
on the particular coin. Gold sovereigns have one price. The louis 
dor, the gold coin of France, has another price. If you get into the 
Middle East, the gold sovereigns have two prices. There 1s one price 
for male sovereigns and one for female. The male sovereigns sell 
at a little higher price than those which have the picture of Queen 
Victoria on them. 

Senator Bricker. What is the reason for that ? 

Mr. Burcess. They just don’t like women quite as well there as we 
do here, as nearly as I can gather, Senator. I don’t understand it at 
all. 

Senator Bricker. That is the Middle East ? 

Mr. Burorss. Yes. Another way of judging world psychology 
about gold is to observe the amount of new gold production which has 
been going into world monetary stocks as compared with the amount 
going into hoards or into industry and the arts. This is shown in 
table IIT. 

Senator Bricker. Without objection, they will be made a part of 
the record. 
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(The material referred to follows :) 
TABLE I1I.—World official gold reserves and gold production (excluding Russia) 


Gold at $20.67 per ounce to 1933; $35 beginning with 1934. Partly estimated] 


{Dollar amounts in millions] 








Increase during year New pro- Col. (2) as 
Year ended Dec Year-end ae bs F __| Per annum average duction percent of 
31 total of col. (5) 
(1 (2) (3) (4) (5) (6) 
Percent Percent 
1913 $4, 073 $433 | eit 
1914 4, 542 $469 11.5 412 | 113.8 
1915 5, 410 868 19.1 443 | 195.9 
1916 5, 872 402 8.5 432 106.9 
i918 335 5 > |)S years, 9 percent 373 30 3 
1919 1] 2 354 —3. ] 
1620 $51 6.6 332 | 135.8 
192] 789 10.9 330 239. 1 
1922.. 370 4.6 316 117.1 
1923 193 2.3 363 53. 2 
1924 206 3.4 374 79.1 
1925 0 0 373 | 0 
1926 245 2.8 379 64.6 
1927 347 3.8 380 91.3 
1928 470 4.9 )11 years, 3 percent 382 | 123.0 
1929 223 2.2 382 58.4 
1930 507 5.0 401 126. 4 
1931 300 2.8 427 70.3 
1932 570 5.2 458 124.5 
1933 23 2 469 49 
1934 10, 096 87.1 823 1, 226. 7 
1935 975 | 4.5 &83 110.4 
1936 1, 430 6.3 972 147.1 
1937 1, 900 7.9 1, 041 182.5 
1938 170 65) 7 years, 5.3 percent 1, 137 15.0 
1989 1, 940 7.4 1, 209 169. 5 
1940 1, 770 6.3 1, 297 136.5 
1941 1, 230 4.1 1, 266 97.2 
1942 1, 070 3. 4 1, 126 95.0 
1943 R30 2.7 872 95. 2 
1944 380 1.2 777 48.9 
1945 390 1.2 739 52.8 
1946 350 1.0 756 46.3 
1947... 430 1.3 767 56. 1 
1948 380 1.1 798 6 
1949 480 Ss 10 years, 1.1 percent 833 57.6 
1950... 410 1.2 SAR 47.8 
1951... 140 -4 840 16.7 
1952_._. 320 .9 S65 37.0 
1943___- 426 | a 865 149.2 
| 
1 Estimate 
NOTE Gold reserves include international financial institutions. 


Source of gold reserves and production data is Board of Governors of Federal Reserve Stysem. Data on 
reserves for some years are subject to some statistica! uncertainties and should be interpreted as approxima- 
tions only. 


Mr. Burcess. The first column shows the year-end total of gold 
reserves, and then there is the figure showing the increase during the 
year. Over at the right is the total new gold production each year 
and the percentage of the amount going into monetary stocks in rela- 
tion to the total supply. As you can see, war restrictions frequently 
meant that all the gold produced went into monetory stocks and even 
more because gold was ordered in from the citizens. But if you turn 
to that second page you can see the percentage going into monetary 
reserves fluctuated a great deal, averaging around 50 percent, or more 
than that at first. That has been dwindling off, and in 1951 only 17 
percent, 16.7 percent, of new production went into monetary reserves. 
In 1952 it was better, 37 percent. In 1953 it was 49 percent, which 
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indicates less pressure from hoarding, that more of the gold remained 
to go into monetary reserves, which is an improved situation. 

These facts demonstrate the powerful and capricious forces which 
could be focused upon any stock of gold coins or other forms of 
monetary gold permitted to circulate freely within the United States. 
If coins were circulated, they would be subject to the pull of demand 
from overseas sources—a demand which would rise and fall with every 
political and economic turn of events. 

In this connection, it should be noted from my first table that for- 
eign countries and international institutions hold about $12 billion 
in short-term dollar balances in this country, Under present circum- 
stances, these balances constitute no danger to our economy—lI feel 
confident in making the statement that stronge—but in a different situ- 
ation—one in which gold could be drawn from the Treasury in un- 
limited amounts and hoarded or exported without limit, these balances 
could be troublesome. 

Another fact emphasizes that underlying forces of instability still 
remain in the world. Except in the case of a few countries, interna- 
tional trade and payments are still hedged around by a multitude of 
administrative and political controls such as quotas, excessive tariffs, 
and exchange controls. 

When more restrictions have been removed and convertibility has 
been restored at least among the prinicpal currencies we shall be freer 
to consider the return to gold redemption. If we were to try to force 
the pace by resuming gold payments before the foundations were 
more firmly laid through a continuation of recent policies toward 
sounder budget, credit, and price practices, the gold rleased in this 
country might simply move out into hoards, ss become the tool of 
the international speculator. Gold payments are the seal of ap yproval 
of good money, and the free world has not yet gone far enough in the 
achievement of cl money. 

[ may say that sentence is almost taken verbatim from the speech 
I made in 1949 which was quoted by Senator Frear. So the change 
has not been as great as the headlines might indicate. 

It is doubtful whether the United States should consider gold re- 
deemability of its currency until other major countries are ready and 
able to do likewise. 

Senator Bricker. If they would do that, what would be the effect ? 

Mr. Bureerss. I think if they had established a foundation for it 
it would aid in siving people confidence to go ahead with their under- 
takings. 

Senator Bricker. It would be a stabilizing factor? 

Mr. Buroess. I am sure of that, Senator. I believe that gold re- 
deemability, when we can get to it, will help in the broad picture in 
giving people the confidence to enable them to go forward with inter- 
national trade and with long-term undertakings. 

Senator Bricker. It would stop the debasement. of currenc y gen- 
erally over the world and eliminate a lot of objections that you men- 
tioned a while ago in regard to quotas, tariffs, and rigging of ex- 
changes, would it not? 

Mr. Bureerss. Senator, it is hard to say which is the chicken and 
which is the egg. 

Senator Bricker. That is true. 


45980—_54——-3 
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Mr. Burcess. It is part, in my judgment, of a broad program which 
we have to handle step by step, gradually. There is no magic about 
it, in other words. It is not something you can do and—bing, the 
whole job is done. 

Senator Bricker. In your judgment, the United States could not 
do it alone; it must be a cooperative move among the major nations 
of the world? 

Mr. Burcess. I feel that very strongly. 

Senator Payne. I would like to ask Mr. Burgess this question. 
You mentioned earlier in your testimony the fact that you had no 
knowledge whatever of how much gold Russia produces, what Rus- 
sia’s potential is in comparison to the world supply which you have 
given to us, excluding Russia. Do you have any idea of what the 
percentage is that they have ¢ 

Mr. Burcess. There are estimates that are available which would 
indicate that the Russian production is anywhere from $200 million 
a year to over $300 million a year. It is not an accurate estimate. It 
is scraped together as best one can. It is estimated that the gold 
reserves—pick your own figure out of the air—are $2 billion or $3 
billion, or perhaps more. 

Senator Payne. They are one of the big producers of gold? 

Mr. Burcess. They are one of the large producers of the world. 
They are probably smaller than South Africa but probably come in 
as No. 2 or somewhere in that order. 

Senator Bricker. What is the total world production ? 

Mr. Burcess. About $850 million a year, exclusive of the Iron 
Curtain. Incidentally, there is a very interesting development with 
our friends in South Africa. They have been very eager to get in- 
creases in the gold price because they said they couldn't produce be- 

‘ause of high costs, that they needed a higher price. The interesting 
thing is that they have made some gold discoveries there; ; all our best 
estimates are that their production i is rising very steadily and rather 
rapidly. 

Senator Bricker. Even at the present price? 

Mr. Bureoess. Yes. 

Senator Payne. Mr. Burgess, do you think that possibly the so- 
called stabilizing effect that you mentioned earlier in connection with 
the price of gold in Peru, Hong Kong, and so forth, might have been 
caused in any way by the fact that Russia did release in the Western 
European area in the last few months of 1953 something in the vicinity 
of what has been stated to be approximately 5 million troy ounces of 
gold? 

Mr. Bureess. Mr. Senator, I don’t think it is that much. My infor- 
mation would be that it was roughly half that much. I would agree 
with the statement that the release of Russian gold had been a factor. 
Just how much is one of the imponderables. I think the placing of 
more of the world’s production on the market from other sources has 
been a factor. I think also that the stability in Europe has been a 
factor because the dollar has had less of a premium, also, as well as 
gold. 

Senator Payne. My information with regard to the 5 million troy 
ounces of gold that were released in Western Europe by Russia in the 
last 4 months of 1953 is from an article by R. H. Shackford, with a 
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Paris dateline of March 20, in which he calls attention to the fact that 
Russia was still selling gold, platinum, and silver for the Soviets like 
a drunken sailor. That is the way it is headed. The article states 
that. it is causing some concern as to what is in their minds in con- 
nection with releasing so much. 

That brings me down to this final question and then I am through 
If Russia is a major producer of gold and Russia does hold a large 
reserve, nobody knows exactly what it is, and is apparently making 
some effort to unload it at the present time, if we went on the gold 
standard at this time without knowing exactly what they do have, 
wouldn’t it possibly open up a chance of real manipulation taking 
place in the world market that might have a very disastrous effect 
upon us? 

Mr. Bureess. Certainly, Senator, if we were to increase the price of 
gold we would be giving Russia a glorious hand-out. 

Senator Bricker. Have you any figures that translate the value of 
that Russian gold into American dollars, the trade equivalent ? 

Mr. Burcess. I don’t think we have accurate enough figures, Sen- 
ator, to really warrant much speculation on that. 

Senator Bricker. Were you through, Senator Payne ? 

Senator Payne. Yes. 

Senator Bricker. You may proceed. 


FREE GOLD MARKET 


Mr. Bureess. A word about the free gold market which is proposed 
in two of these bills: The same factors which make it unwise for us 
to return to a gold-coin standard now also argue against the opening 
of a free gold market in the United States. 

Senator Bricker. What is the annual production of the United 
States ¢ 

Mr. Bureess. $60 million worth or something like that. It is be- 
tween $60 million and $70 million, Senator. It used to be more than 
that. 

Under such a free market there would be two alternatives: Either 
the United States Government, with its $22 billion in reserves, would 
stay out of the market, and we would have a gold price that fluctuated 
up and down depending upon the demand for a relatively small 
amount of new gold production; or the Government would stand 
ready to buy and sell gold at the official price to prevent fluctuations. 
The first alternative would tend in the opposite direction from our 
ultimate goal—it would be in the direction of more instability instead 
of more stability. The second alternative would be, in effect, full 
convertibility of the currency into gold. 


PRICE OF GOLD 


Another bill before the committee suggests that we increase the 
price of gold. We believe that such a move would be against the 
best interests of the United States and our foreign friends. An in- 
crease in the price, with the consequent upward revaluation of this 
country’s gold stock, would be contrary to the program of maintain- 
ing stability in our economy. <A revaluation of the gold stock could 
set in motion long-term inflationary forces through increases in the 
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volume of money, and in additions to the reserves of the banking 
system, which would provide the basis for a large potential expansion 
of money and credit, out of proportion to the business volume. 
Furthermore, such a move would upset a relationship which has 
been of great importance to ourselves and to the world. The value 
of the dollar is firmly linked to gold. With only one major change 
this has been true throughout the history of our country, under ad- 
ministrations of both parties. Our people, and foreigners as well, 
have come to think of the dollar as a secure currency, ste: vdfastly 
defined in terms of a specific amount of our basic monet: iry met tal. 
This is a relationship which should not be disrupted. It would be 
a grievous error, particularly at a time when the world is achieving 
some element of stability, to open up the possibility that this Nation 
was prepared to make periodic devaluations of its currency in terms 


of gold. 


PROGRESS BEING MADE 


One concluding thought, and that is with respect to the progress 
that we are really making. 

In spite of the instabilities and dangers which remain, the world 
is making progress. That is the final point I wish to make here today. 
The prospects for a stable free-world economy are better today than 
they have been for a very long time. Step by step, in a countless 
number of ways, a healthier world economy is being constructed. 

There has been a marked improvement in the underlying stability 
of the free-world economy. Many countries have improved their 
balance of payments, strengthened their monetary reserves, and con- 
tinued to increase their produc tion. 

All of this is happening quietly and without fanfare. Economic 
collapse makes good headlines, but the road back to good money and 
economic health is usually less dramatic. We are therefore likely to 
be unaware of how much forward progress is being made until long 
after the event. 

Nevertheless, if we look carefully at the record of the last year, 
we are able to find many reasons for optimism. Many steps for- 
ward—none of them world-shaking but each of them a step in the 
right direction—have taken place. 

Discriminations against dollar goods have been reduced, and in one 
case at least, eliminated. Recent moves have been made to reduce the 
complexity of arrangements with regard to sterling, the guilder, and 
the deutsche mark. General markets for the sale and purchase of 
important commodities have been reopened. In many countries, in- 
ternal finance has been brought under control, and international pay- 
ments have been brought more nearly into balance. 

I may say, Mr. Chairman, that I have just returned from the Inter- 
national Conference at Caracas. I am very much impressed with the 
progress that some of those countries have been mak'ng in achieving 
good money and in getting their financial and economic affairs in 
order. 

Trade and payments, while still not so free as we would like, are 
freer than at any other time since the end of the war. Foreign coun- 
tries have increased their gold and dollar balances by about $8 billion 
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in the past 4 years. The need for United States aid is lessening. All 
of these developments bring us closer to the day when foreign countries 
will find their economies sufficiently stable to permit the convertibility 
of their currencies and the freer movement of commerce. These are 
goals which we are striving for. In the words of the Commission on 
Foreign Economic Policy: 

Convertible currencies constitute an indispensable condition for the attainment 


of worldwide multilateral trade and the maintenance of balanced trade i 
relatively free market. 


nha 


We are making progress. There is a firmer determi ation—1 ot 
everywhere, but In many important countries—to turn away from the 
politically easy thing, and toward the economically necessary thing, 
in the cor duct of national affairs. The determination to bring budgets 
under control, to avoid credit inflation, to look outward as well as 


inward—these are progressing at a hopeful rate. If these develo] 
ments can be encouraged and continued, thev will pave the way for 
further stability and further relaxation of controls. 

Senator Bricker. I have one question about South Ame Isn't 
it true that in some countries of South America there is not anual a 


rigging of tariffs as against the United States but also a rigging of 
the exchange rates as against the dollar in favor of other currencies? 

Mr. Burcess. Well, Senator, I wouldn’t think there was very much 
of that. There are bound to be some cases where you get it. Wehada 
case, you dare ve where we had to apply countervailing duties be- 
cause under the law it was clear that the exchange rates were being 
adjusted in sue a a way that we were being discriminated against. I 
wouldn’t sav as a general thing that is true. 

Senator Bricker. Is there any country in South America that is 
doing that now ? 

Mr. Burerss. I don’t know of any other case where you could really 
say that was true. 

Senator Bricker. You mentioned the Bretton Woods agreement a 
while ago. Would it be possible for us to change the price of gold 
without agreement with those signatory nations ¢ 

Mr. Bureerss. Well, we couldn’t do it without an act of Congress. 
With an act of Congress, there are provisions in the Bretton a 
agreement where a country can change the par value of its currenc 

Senator Bricker. An act of Congress would not be breaking fai th? 

Mr. Buraess. That is right. 

Senator Brick! R. Because it is in the basic document ¢ 

Mr. Boureess. That is right 

Senator Bricker. I have heard many statements to the effect that 
the only way that there is any public control over the amount of debt 
is through a return to the gold standard. That when we went off t] 
gold standard that was the last public control over the debt, and as a 
result of that Congress had to enact a debt ceiling statute. We are 
faced again with that. Would you comment upon that? 

Mr. Burorss. Mr. Senator, I wish there was some nice automatic 
way in which people could be made to behave as they should, but I am 

afraid there is not. I am quite sure that taking some action on gold 
wouldn't do the job. The theory, I suppose, is that if the people could 
draw their money out in gold coin that anytime the Congress ran a 
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deficit and the debt increased the people would draw enough gold so 
that they would put the pressure on. That just isn’t my interpreta- 
tion of human nature. I don’t think it is that easy. I think we have 
to behave like sensible human beings in many different ways, though 
the link to gold helps. 

Of course, we have been on a form of gold standard. We haven’t 
changed the relation of the value of the dollar to gold since January 
31, 1954. 

Senator Bricker. There is international dealing in gold, as always? 

Mr. Burerss. That is right. Of course, if people began losing 
confidence in the dollar, foreigners could start drawing down this 
$10 billion claim they have on us. All over the world there is great 
confidence in the dollar, despite some of the foolish things we do. 

Senator Bricker. Do you think there would be a calling down of 
those claims in gold if we should return to a free coinage? 

Mr. Burcess. Well, I think, Mr. Senator, that is very hard to pre- 
dict. I would be afraid there might be some. I don’t think what 
we would gain is worth the risk that we assume. 

Senator Bricker. Are there any further questions? 

Senator Busu. I just wanted to get one question clear for the 
record. I gather from this statement that the Treasury is opposed 
definitely to all four of these bills? 

Mr. Burcess. That is correct. 

Senator Bricker. Senator Payne? 

Senator Payne. No questions. 

Senator Bricker. Senator Goldwater? 

Senator Gotpwater. No questions. 

Senator Bricker. Your name would indicate an interest in this. 

Senator Gotpwater. Just the last part. 

Senator Bricker. Thank you very much, Mr. Burgess. 

I would like to make a part of the record the position of Government 
agencies in regard to these bills. 

A letter dated March 16, 1953, directed to the chairman of the 
Committee on Banking and Currency from the Acting Secretary of 
the Treasury. 

A reply from Senator McCarran dated March 26, 1953, addressed to 
Senator Capehart. 

One dated April 23, 1953, from the Secretary of the Treasury, 
George Humphrey, to Senator Capehart. 

A letter dated April 7, 1953, to Senator Capehart from the Assistant 
Secretary of State, Thruston B. Morton. 

A reply dated May 21, 1953, from Hon. Pat McCarran to Senator 
Capehart. 

A letter dated July 8, 1953, addressed to Senator Capehart from the 
Assistant Secretary of State, Thurston B. Morton. 

Another dated January 29, 1954, from the General Counsel of the 
Department of Commerce. 

A letter from-the Department of the Interior addressed to Senator 
Capehart under date of October 14, 1953, signed by the Assistant 
Secretary of the Interior. 

Without objection, those will be made a part of the record. 

(The letters referred to follow :) 
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ACT AMENDMENTS 
TREASURY DEPARTMENT, 
Washington, March 16, 1953. 

Hon. HoMer BE, CaPenart, 

Chairman, Committee on Banking and Curre ney, 
United States Senate, Washington, D. C. 

My Dear Mk. CHAIRMAN: This is in reply to the request of your committee 
dated January 23, 1953, for the views of the ‘Treasury Department on §. 13, a bill 
to permit the sale of gold within the United States, its Territories and posses- 
sions, including Alaska, and for other purposes. 

The bill specifically authorizes the acquisition, holding, trading, and export of 
gold mined in the United States or imported after its enactment. 

In the light of existing circumstances, the Treasury Department would not 
favor the enactment of S. 13. 

The Department has been advised by the Bureau of the Budget that there 
is no objecton to the submission of this report to your committee 

Very truly yours, 
G. M. HUMPHREY, 

Secretary of the Treasury. 


UNITED STATES SENATE, 
COMMITTEE ON APPROPRIATIONS, 
. March 26, 1958. 
Hon. Homer E. CAPEHART, 
Chairman, Banking and Currency Committee, 
United States Senate, Washington, D. C. 

My Dear SENATOR: I have received a letter from Mr. Ira Dixon, chief clerk of 
your cominittee, transmitting a copy of a report from the Secretary of the 
Treasury on my bill (S. 13) to permit the sale of gold within the United States, 
its Territories and possessions, including Alaska, and for other purposes. 

It is noted that the Secretary’s report states, “In the light of existing circum- 
stances, the Treasury Department would not favor the enactment of S. 13.” and 
I am disappointed to find no reason given for opposing the enactment of my 
bill. The Treasury Department must have a reason, and I respectfully submit 
that my bill merits the Treasury Department’s consideration and that your 
committee is entitled to an explanation of the grounds on which objection is 
based. 

I trust it will not be too much of an imposition on your committee to request 
the Treasury Department to be more explicit in dealing with the important sub- 
ject involved in my bill, and that an explanatory report will soon be forthcoming. 

My kindest personal regards to you. 

Sincerely, 
Pat McCaRRAN, 


THE SECRETARY OF THE TREASURY, 
Washington, April 23, 1953. 
Hon. HOMER E. CAPEHART, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

. DEAR Mr. CHAIRMAN: This is in reply to the letter of your committee dated 
April 6, 1953, requesting a more detailed statement of the reasons for this De- 
partment’s disfavor of S. 13, a bill which authorizes the acquisition, holding, 
trading, and export of gold mined in the United States or imported after its 
enactment. 

? Up to the 1930's, countries on the gold standard not only allowed unrestricted 
private ownership of and trading in gold but also adhered to the gold standard 
by means which firmly stabilized the price of gold at each country’s official 
monetary parity. Treasuries or central banks stood ready both to buy gold for 
and sell gold from official reserves at prices at or very close to the official gold 
definition of each respective national currency. 

The so-called free market gold bills introduced in Congress in recent years, 
of which S. 18 is one example, apparently intend that there should be 2 prices 
for gold prevailing in the United States, 1 the fixed, official one required by 
existing United States laws, and a second constantly fluctuating one to be set 
by supply and demand in the open market. Such bills have been proposed some- 
times as measures to allow gold producers to obtain higher prices for gold from 
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private buyers and sometimes as measures preparatory for a second increase in 
the official United States price of gold. 

Such a proposal for a two-gold-price system represents a radical and un- 
desirable departure from historic forms of the gold standard. The Treasury is 
opposed both to any change in the present gold content of the dollar—or in 
other words, opposed to any change in the official $35 price of gold—and also 
to establishment of an unofficial market with fluctuating prices for gold ma- 
terially higher than the official price. The latter would be a step in the wrong 
direction, causing public and international confusion about our monetary stand- 
ard and promoting lack of confidence in the dollar and its relation to gold. More- 
over, the gold parity statutes of 1900 and 1983 require the Secretary of the 
Treasury to maintain all forms of United States currency at parity with the 
cold dollar. 

In view of the above considerations the Treasury Department does not favor 
the enactment of S. 13. In saying this at the same time the Treasury is vitally 
concerned with the importance of a sound monetary system. To effect this we 
must balance the national budget and get the national debt in order. 

Sincerely yours, 
M. B. Forsom, 
Acting Secretary of the Treasury. 





DEPARTMENT OF STATE, 
Washington, April 7, 1958. 


Hon. Homer FE. CareEHART, 
Senate Banking and Currency Committee, 
United States Senate, Washington, D. C. 

My Derar Senaror CapeHart: This is in further reference to Mr. Dixon’s 
letter of January 23, 1953, transmitting for the Department’s views a copy of 
Senate bill 13 (83d Cong.), which proposes to permit newly mined or imported 
gold to be freely traded in or exported from the United States. Identical bills 
had been introduced during the Slist and 82d sessions of Congress, and had been 
commented upon by the Department at that time. The comments were contained 
in letters to the chairman of the Senate Committee on Banking and Currency 
dated May 4, 1949, and February 6, 1951. 

I have reviewed the proposed legislation and find that the reasons previously 
advanced by the Department against its enactment are still compelling. As set 
forth in the Department’s earlier communications, they are substantially as 
follows: 

(1) The stimulus to commercial gold exports, in response to premiums ob- 
tainable abroad, would promote speculative gold transactions in foreign countries 
and would hamper the efforts of foreign governments to stabilize the value of 
their currencies, 

(2) To the extent that residents of foreign countries acquired gold from the 
United States for hoarding purposes, such gold must ultimately be paid for in 
goods or dollars which otherwise could have been used by the countries con- 
cerned to acquire essential commodities. 

(3) With a free-gold market in the United States the dollar would become 
subject to fluctuations in terms of gold. In the eyes of many foreigners, as well 
as residents of the United States, such fluctuations—even though economically of 
no significance—might be regarded as an impairment of that stability which 
hitherto has been the outstanding attribute of the dollar among world currencies. 

(4) With two prices for gold in the United States, countries selling us gold 
would frequently take advantage, directly or indirectly, of the premium which 
would probably prevail on the open market, while countries making official pur- 
chases of gold from us would, of course, always do so at the official price. This 
would involve a loss to the American economy. 

(5) In present world conditions, it remains desirable to maintain restrictions 
on trading in gold in order to make it more difficult for hostile nations to finance 
subversive activities or the purchase of strategic goods in this and other coun- 
tries. In view of the substantial gold resources of the Soviet Union and her 
satellites, the establishment of a free-gold market here would give such countries 
unrestricted access to United States dollars, the most generally acceptable of 
world currencies, The present legal limitations on private gold dealings in 
the United States, together with the discretionary power on gold purchases and 
sales now residing in the Secretary of the Treasury, afford considerable pro- 
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tection against undesirable gold transfers. The establishment of a free-gold 
market in the United States, as contemplated by S. 13, would greatly facilitate 
the acquisition and disposal of gold by hostile interests, and thus would discard 
this valuable protection. 

The Department has been informed by the Bureau of the Budget that there 
is no objection to the submission of this report and that enactment of this 
legislation would not be in accord with the program of the President. 

Sincerely yours, 
THRusTON B. Morton, 
issistant Secretary, 
(For the Secretary of State). 


Untrep STATES SENATE, 
COMMITTEE OF APPROPRIATIONS, 
Vay 21, 19538. 
Hon. Homer E. Capenant, 
Chairman, Banking and Currency Committee 
United States Senate, Washington, D. C. 

My Drar Senaror: I have received Mr. Dixon’s letter of April 8 enclosing a 
copy of a report from the Department of State on my bill (S. 13) to establish 
an unrestricted market for gold. The report of the Department sets forth its 
opposition to my bill on five predications, which are numbered chronologically. 
I was amazed by the reasons given in the Department’s letter to you of April 
7, 1953, in support of its opposition. 

It would seem to me that in the summary of opinions expressed by the State 
Department in 1949 and 1951 the Department has adopted, verbatim, the views 
of previous administrations, in a form esentially unchanged since 1933. World 
problems today are very different from those of 1933, and I had hoped that the 
Department’s thinking would be more nearly current on the subject of gold and 
monetary policy. 

I dislike very much to impose upon you, but the subject matter of my bill is of 
such great importance to me and to my constituents that I feel justified in com- 
municating my views in refuting the State Department’s report. The Depart- 
ment seems to have overlooked the fact that the United States is the only country 
of commercial importance, and the only substantial producer of new gold, that 
does not permit the export and sale of gold in commercial markets. Also the 
Department seems to have neglected the operations of various foreign govern- 
ments in the gold markets. As observed by the Bank for International Settle- 
ments in its 22d annual report for the year ended March 31, 1952 (p. 168). 

“There are no longer any legal hindrances to prevent a very large percentage of 
the world’s gold output from being sold in free markets but, if the price paid for 
gold falls still further, the point may soon be reached when such sales are no 
longer profitable.” 

As background material for your information I quote from the same report 
of the Bank for International Settlements (p. 162): 

“In February 1949 South Africa had begun to sell part of its newly mined 
gold at prices higher than the official price and in May of that year the Inter- 
national Monetary Fund had agreed to an arrangement under which a certain 
proportion of such sales became permissible. As costs increased, more and 
more producers sold part or even the whole of their output on free markets, some 
of the gold passing through the hands of monetary authorities. Sometimes 
the monetary authorities themselves intervened on the market; thus in France 
the Exchange Stabilization Fund bought gold in bars with the proceeds of sales 
of coins carried out so as to prevent too strong a rise in the price for coins, 
including, in particular, the popular ‘napoleon,’ which in January 1952, was still 
commanding a premium of 32 percent above the price for gold in bars. The 
French method of procedure led to no net increase in the amount of gold on the 
market: in Greece, on the other hand, such an increase has resulted from the 
policy of the central bank, which, in all these postwar years, has sold sovereigns 
against drachmae in order to contain inflation and—as the bank observed—to 
guard the Greek economy against wild monetary fluctuations.” 

Every country faces the choice between adopting a currency which has value 
behind it, and therefore is costly in terms of real value, or of using paper cur- 
rency of uncertain worth. As a rule you will find that countries with a strong 
currency sytem have less private hoarding of gold or other desirable commodities 
than countries with a currency that is not redeemable in anything of value. 
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After quoting with approval estimates of current worldwide hoarding of gold 
of $10 to $11 billion, the Bank for International Settlements observes (p. 165) : 
“Obviously, the best way to eliminate the tendency to hoard is to bring about a 
state of monetary stability and general good order, so that private individuals 
and others will not longer wish to hold an asset such as gold, which for most of 
them produces no dividend.” 

Furthermore, as I have pointed out above, residents of foreign countries do 
not have to depend upon the United States for supplies of gold. Instead, they 
have access to the current production of almost the entire world outside the 
United States, as well as to monetary gold supplied to commercial markets by 
foreign governments—which are permitted to buy gold from the United States 
Treasury. The result of present United States policy is only to limit the price 
received by the American producer of gold for his product. It does not in any 
way restrict foreign hoarders from obtaining gold, or buying or selling it. 

Those of us who have observed the Government’s index of wholesale prices 
(1926100) fluctuate between 78.6 (yearly average 1940) and 184 (March 1951) ; 
or have watched the index of consumers prices (1935-39=100) rise from 100.2 
(vearly average 1940) to 192.4 (July 1952), do not speak lightly of the “stability” 
of the dollar “which hitherto has been the outstanding attribute of the dollar 
among world currencies.” 

The dollar will attain true stability only when the real exchange value of the 
dollar and gold are established in a market place to which United States citizens 
and foreigners alike have free access. 

Apparently my bill has been misunderstood or misread in the Department. 
S. 18 and previous bills introduced by me in earlier Congresses do not require 
the Treasury to sell gold to anyone, at any time, at any price. As I understand 
the present laws, the Treasury is not now required to sell gold, and in fact sells 
gold only upon a highly selective basis to foreigners and not to United States 
citizens. 

Any argument which involves national defense is very persuasive. The opinion 
of the Department as to the ffect of a free-gold market upon the supply of 
United States dollars available to unfriendly powers that produce gold would 
have merit were it not a fact that the United States is the only important com- 
mercial country also a producer of gold where such an unrestricted market is 
not now permitted. Large amounts of gold can be exchanged for local or almost 
any other currency in so many places that the Department's observation seems 
now to lack merit. This has been especially true since September 28, 1951, when 
the International Monetary Fund issued its well-known statement that led to 
the sale of most gold produced outside the United States upon premium markets 
without further protests from the fund. It is hard to believe that the Interna- 
tional Monetary Fund would issued such a statement of policy at that time if 
the danger which the Department stresses had been a real one. 

There is enclosed an extra copy of this letter for your use in the event you 
desire to transmit my views to the Department of State for further study and 
comment. I feel that this important subject is entitled to more sympathetic 
consideration by the executive branch of the Government than was accorded 
during the previous administration. 

My highest personal regards to you. 

Sincerely, 
Pat McCarran. 





DEPARTMENT OF STATE, 
Washington, July 8, 1953. 


Hon. Homer E. CAPEHART, 
Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

My Dear SENATOR CAPEHART: This is in further reference to your letter of 
May 26, 1953, enclosing a copy of a letter from Senator McCarran which com- 
ments on the views the Department had sent to you on April 7, 1953, concerning 
Senate bill 18 (88d Cong.). This bill proposes to permit newly mined or im- 
ported gold to be freely traded in or exported from the United States. 

The first point in the Department’s letter to which Senator McCarran addresses 
himself is that the use of dollars by residents of other countries to buy United 
States gold for hoarding is a relatively uneconomic use of dollars, especially in 
circumstances in which the United States is providing aid to other countries to 
relieve their dollar shortage. Senator McCarran asserts that since gold is ob- 
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tainable in numerous free markets outside the United States, the absence of a 
free market here serves merely to deny United States gold producers a higher 
price, while presumably leaving the purchase and hoarding of gold by foreign 
residents unaffected 

It must be recognized, however, that purchases of gold in the United States 
would generally require payment in dollars, whereas purchases elsewhere can 
often be transacted in other currencies. To the extent that purchases are made 
in the United States rather than elsewhere, a greater net expenditure of dollars 
by the nondollar world will be involved. 

The second point in the Department’s letter to which Senator McCarran refers 
is that a free United States gold market, with a fluctuating value for the dollar 
in terms of gold, might be widely regarded as an impairment of the stability 
that has given the dollar a reputation as the strongest world currency. Senator 
McCarran calls attention to the fact that in terms of United States goods and 
services, the value of the dollar has in recent years undergone a rather sub- 
stantial decline. 

The Department is of course aware that the dollar has fallen in value as 
measured by prices of United States goods and services. However, this has not 
impaired its reputation as a stable international currency, particularly since the 
value of most other currencies, as measured by their purchasing power, has de- 
clined much more. A fluctuating gold-dollar relationship, established in a United 
States free gold market, on the other hand could have this effect. 

The third point which the Senator discusses is the Department’s view that with 
two prices of gold in the United States—one at which the United States Treasury 
buys and sells gold, and the other and presumably higher price prevaling on a 
free market here—certain foreign countries would be able to purchase gold from 
the Treasury, and then resell it on the free market at a profit, to the possible dis- 
advantage of the United States economy. Senator McCarran’s comment is that 
under his bill, the Treasury would not sell gold without restriction to all buyers, 
but only to foreigners on a highly selected basis, a fact which he feels the De- 
partment has misunderstood. The Department envisaged the Treasury as selling 
gold only to selected foreign buyers, as at present, and its point was based on this 
understanding. 

The fourth point in the Department’s letter of April 7 on which Senator 
McCarran comments is that a free gold market in the United States would facili- 
tate the disposal of gold by the Soviet Union and her satellites, and would 
therefore be harmful to the United States interests. The Senator challenges 
this view. He indicates that gold can be exchanged for local, or almost any other, 
currency at numerous places in the world already. This is of course true. 
However, the disposition of a large volume of Soviet gold against dollars is in 
present conditions made more difficult or expensive by the absence of a free 
gold market in the United States. The extent of the protection afforded to 
United States security interests by the present system is, of course, a matter of 
judgment. However, in the Department’s view it cannot be denied that some 
protection is thus afforded. Finally, there is the possibility that opening the 
United States to free trading in gold might uncover a private domestic demand 
large enough to raise the world price of gold. If this should happen, the Iron 
Curtain countries would obtain a greater number of dollars for their sales of 
gold to the free world. 

In closing, your attention is respectfully directed to the letter from President 
Fisenhower to the heads of all the executive deparments, dated June 1, 1953, 
and concerning the relationships governing executive branch officials in the 
conduct of international responsibilities. 

The President reaffirmed the responsibility of the Secretary of the Treasury 
for advising and assisting him in the formulation and contro! of monetary and 
financial policy. Matters that pertain to gold, being among the subjects of such 
policy, therefore fall primarily within Treasury Department purview. 

Sincerely yours, 
TurRustTON B. Morton, 
{ssistant Secretary, 
(For the Secretary of State) 
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DEPARTMENT OF COMMERCE, 
OFFICE OF THE GENERAL COUNSEL, 
Washington, D. C., January 29, 1954. 
Hon. Homer E. Capenart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D.C. 

Dear Mr. CHAIRMAN: This letter is in reply to your request of January 23, 
1953, for the views of this Department with respect to 8. 13, a bill to permit 
the sale of gold within the United States, its Territories, and possessions, in- 
cluding Alaska, and for other purposes. 

The bill appears to be concerned primarily with procedures and practices of 
the Department of the Treasury. 

After careful consideration of the bill and the possible effects of its enact- 
ment upon the activities of this Department, we have concluded that our interest 
in the subject matter of the bill is too remote to jusify our offering for your 
consideration comments with respect thereto. 

If we can be of further assistance in this matter, please call on us. 

Sincerely yours, 
STEPHEN F. Dunn, General Counsel. 


UNITED STATES DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., October 14, 1958. 
Hon. Homer E. CAPEHART, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

My Dear SENATOR CAPEHART: Your committee has requested the views of this 
Department on 8. 13, a bill to permit the sale of gold within the United States, 
its Territories and possessions, including Alaska, and for other purposes. 

Section 1 of the bill would permit the unrestricted purchase, possession, or 
sale of all gold mined within the United States subsequent to the enactment of 
this bill, and the exportation of such gold without the imposition of duties, excise 
taxes, licenses, permits, or other restrictions. 

Section 2 of the bill would accord the same freedom with respect to gold 
imported into the United States after the effective date of the bill. 

The purpose of this bill is apparently to provide a free market in all gold 
mined domestically or imported into the United States after the enactment of 
the bill. 

Although the primary impact of the enactment of this bill would be on the 
monetary aspects of gold, and therefore relates to matters largely outside the 
province of the Department of the Interior, we believe it is important to note 
some of its probable effects on gold mining. 

Section 2 describes the measure as one to strengthen confidence in the dollar, 
to minimize inflationary pressures, to protect holders of savings bonds, owners 
of savings deposits and insurance policies, and those dependent upon pensions, 
fixed salaries, or wages. 

I have frequently referred to the role of the Federal Reserve System as that 
of a trustee. Its cardinal purpose is to help safeguard the dollar. ‘therefore I 
would, of course, subscribe wholeheartedly to the worthy objectives stated in 
S$. 2832. But as the members of this committee know very well, there is no magic 
formula and no simple device for achieving these goals. Confidence in the dollar 
rests upon a complex of important factors of which monetary as well as fiscal 
policies are an idispensable part. In performing its role as a trustee the Federal 
Reserve System's objective is to do what it can not only to prevent inflation but 
also to prevent deflation. That is why we have traveled from a policy of monetary 
restraint when inflationary pressures threatened early in 1953 to a policy of 
active ease which has prevailed now for many months. 

As I see it, the question before this committee is this: Is it desirable to enact 
legislation at this time to establish redeemability in gold now, or, as section 11 
proposes, 1 year after the date of enactment of this bill? 

Because of the fixed price established for gold, the general increase in prices 
and wages has inhibited gold production in the United States. Enactment of 
section 1 would give gold producers access to a free market for gold and would 
probably result in a higher price for gold, thus benefiting the gold miner and 
stimulating the output of the metal. This benefit to the gold-mining industry 











“SRT S SO OIMF 





GOLD RESERVE ACT AMENDMENTS 39 


should be given weight, but the paramount national interest in gold’s monetary 
function must not be unduly discounted. 

The Bureau of the Budget has advised that there is no objection to the 
presentation of this report to your committee. 

Sincerely yours, 
FEF, E. WorMSER, 
issistant Secre tary of the Interior. 

Senator Bricker. The next witness will be Governor Martin. Gov- 
ernor Martin, you may identify yourself for the record. You have 
often been here. We all know you. You may proceed as you desire. 
I think you have a written statement ? 


STATEMENT OF WILLIAM McC. MARTIN, JR., CHAIRMAN, BOARD 
OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Mr. Martin. I have a written statement, if I may present it. 

Mr. Chairman, of the four bills now before this committee, the one 
on which I should like partic ularly to comment is S. 2332. Thisisa 
bill, as the preamble states, “To resume the redemption of currency 
in gold in order to restr: ain further deterioration of the dollar and to 
curb further inflation * ae 

It is an easy and familiar tactic to say, “Well, this is not the time,’ 
if you are against some measure but do not want to say so frankly. 
I do not think this is the time for this measure, but I would not go 
so far as to say there will never be a time when it might be desirable. 
My reason for thinking this is not the time is simply that I would 
see no advantage to be gained, no need for further safeguards, at the 
moment. There is universal confidence in the dollar. Its value is 
not being further eroded. That threat does not hang over us today. 
I would see no good reason for disturbing the present situation by 
taking this step now, and I would prefer not - take it. As I indi- 
eated, I can conceive of i situation in which it might be a definite 
reassurance. If the county? s solvenc y were in dive it we were 
witnessing a flight from the dollar, then it might he ‘Ip to regain con- 
fidence by making the dollar redeemable in gold as part of a program 
of fiscal and monetary reformation. There might be other occasions 
when this measure would be an added reassurance in the minds of 
enough people to make it so—regardless of its inherent merits or 
demerits. Manifestly, the situation would be entirely different if the 
world were at peace, if the fears that now haunt it were banished, and 
if there were no iron curtains. 

No doubt this step at this time would entail risks. It is for the 
committee to evaluate them. Certainly it is worthwhile to take risks, 
even serious ones if necessary, to safeguard the country from even 
greater dangers. But there is no danger, present or prospective, that 
this measure would avert. I cannot see how the universal confidence 
that exists today would be enhanced by this measure at this time. 
Under these circumstances, it seems to me that it is not worthwhile 
to take the risks. 

I need not assure you that the Federal Reserve System will con- 
tinue to do all that it can to minimize inflationary pressures on the 
upside and deflationary pressures on the downside. That is the goal 
we all seek. 

It seems to me that you have to decide whether you want S. 233 


9 
before you can decide whether you a ilso want the bills numbered S. 13 
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and S. 2364 which contemplate the holding of gold for the public and 
the establishment of a free gold market in the United States. The 
other measure before you, 8. 2514, in effect proposes the reintroduc- 
tion of the bimetallic standard. I can discover nothing in the his- 
tory of our experience with national bimetalism to justify the adop- 
tion of such a measure. 

Senator Bricker. You mentioned that if so many people desired 
the establishment of the gold standard for currency it might be de- 
sirable even in the face of economic and monetary arguments to the 
contrary. It was in our Republican platform at least, that the ex- 
pression of public sentiment was that great weight should be given 
to it. 

Mr. Marri. I think there was more attention paid to that when 
it was clear that the purchasing power of the dollar had been de- 
clining. 

Senator Bricker. And it was at that time? 

Mr. Martin. It had ceased to decline actively by the middle of 1951, 
but the trend began to move in the right direction from then on. 

Senator Bricker. Do you think we have now adequate safeguards 
against monetary excesses, such as an increase in the public debt, in 
the absence of a gold coin standard ? 

Mr. Marvin. I don’t know if you ever have adequate safeguards 
against that. 

Senator Bricker. Do you think it was a curb at all on an excessive 
debt or inflation ¢ 

Mr. Marrry. You mean, the gold—— 

Senator Bricker. Free coinage of gold. 

Mr. Martin. I think it was a very questionable one, certainly in 
time of war. 

I wouldn’t have any problem with this at all if we didn’t have the 
Tron Curtain and the political unrest there seems to be in the world. 

Senator Bricker. You come back again to what I asked Mr. Bur- 
gess, that if this should ever be done it would have to be done in co- 
operation with other nations of the world in stabilizing their own 
currencies ? 

Mr. Marrrn, I think it would be wiser to do it that way. 

Senator Bricker. Could you operate so far as the Federal Reserve 
System is concerned if we did have a free gold standard? 

Mr. Martin. Yes; I think we could operate. I don’t want to exag- 
gerate the dangers of taking this move. I think there are real dan- 
gers at the present time and in the present state of unsettlement politi- 
cally in the world. I believe under proper conditions it is feasible 
to have a gold redeemability and gold coins. 

Senator Bricker. Sometime you think it will become desirable ? 

Mr. Martin. Ultimately I think it would become desirable in a 
peaceful world. 

Senator Bricker. Are there any questions, Senator Bu h? 

Senator Busn. No. 

Senator Bricker. Senator Payne? 

Senator Paynr. No. I just wonder whether or not Mr. Martin 
would care to elaborate any further on the question I raised with Mr. 
Burgess. You speak of the dangers that are inherent because of the 
situation insofar as the Communist-dominated countries and Russia 
itself is concerned ? 
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Mr. Martin. Yes. To put it concretely, I think if the conditions 
that we have right at the moment were to persist that probably it 
could be done without any great difficulty. We must not exaggerate 
the dangers in this. However, I think if an active espionage or sabo- 
tage plan were started by the Russians following our doing this—I 
think there is very little assurance that such would not happen—that 
they could cause us a lot of difficulty 

Senator Paynr. Then we could be in real danger ? 

Mr. Martin. Yes. 

Senator Bricker. What are those difficulties, particularly ? 

Mr. Martin. Well, those difficulties and dangers are persuading a 
lot of otherwise intelligent and useful citizens to start hoarding be 
cause of the type of espionage and sabotage that would go on. 

Senator Bricker. Active agents might engage in the same thing 
as repre sentatives of the Government ? 

Mr. Martin. That is correct. 

Senator Paynr. Mr. Chairman, if there would be no objection, I 
think it might be interesting to place in the record at this point this 
article by Mr. R, Ei. Shackford. 

Senator Bricker. Without objection, it will be put in the record. 
at this point. 

Senator Busu. I would suggest that it go after the testimony of 
Mr. Martin. 

Senator Bricker. Yes. Do'you have anything further? 

Mr. Martrtn. No. 

Senator Bricker. If there are no further questions, we thank you 
very much for your contribution. 

(The article referred to follows:) 


| Washington Daily News, March 21, 1954] 


Rep GOLD SALES OMINOUS 
(By R. H. Shackford) 


Paris, March 20.—Russia is still selling gold, platinum, and silver like—for the 
Soviets—a drunken sailor. 

Gold prices are hitting new postwar lows. In France, gold bars and the much 
treasured gold Napoleon coins are worth less than half their 1948 value 

The American dollar—in the lingo of foreign exchange—is “weak” in European 
markets. Overvalued, inflated currencies like the French frane are “strong.” 

What's up? It’s hard to find an expert with a positive answer. 

It is true that these events coincide with a major Kremlin campaign to entice 
western businessmen into trade and relatively unusual efforts on the part of the 
Soviets to buy what they term “nonessentials” in food and consumer goods. 

It is also true that although the Soviets had shown signs of wanting to buy 
more in the West, they have shown little inclination of wanting to sell such usual 
exports as grain and timber, or even having enough surpluses of anything except 
precious metals to sell the West. The result is the Soviets have been buying more 
than they sell. The sale of precious metals, of course, reduces that deficit. 

In the last 4 months of 1953, Russia sold to Britain alone 20,900,000 troy ounces 
of silver bullion and 94,900 troy ounces of platinum. During the same 4 months 
Russia sold to Western Europe as a whole about 5 million troy ounces of gold. 

Whatever Russia’s objectives are, these sales have had serious repercussions on 
the free price of gold, bringing it down for the first time since World War II 
below the official buying price of $35 per ounce established in the 1930's. 

The most disturbing element in this is uncertainty whether Russia’s moves are 
aimed at some temporary gain and thus will stop soon—throwing world markets 
into more confusion—or whether they are part of some long-term Soviet 
objective. 
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One financial expert in London said: “Even the revival of Russian purchases 
in the free world, which form the natural counterpart to the resumed Russian 
sales in the West, does not permit a clear-cut reply, because there is at least a 
chance that the Russian purchasing practice forms a part of the Soviet political 
propaganda campaign, the chief aim of which has always been the disturbance 
of friendly relations between the western countries and, especially, between the 
United States and Western Europe. The answer to the question of for how long 
and in what volume the Russian sales will continue does not primarily depend 
on the availability of supplies, but on the political and economic intentions of the 
Soviet rulers.” 

Nobody can dismiss the possibility that the Red gold-selling spree and their 
latest East-West trade hullabaloo does involve some diabolical plan to supple- 
ment unconcealed efforts to get the United States out of Europe. 

The “smart money” in European financial circles is recommending caution. 

Senator Bricker. Our next witness will be Mr. Walter E. Spahr, 
executive vice president of the Economists’ National Committee on 
Monetary Policy. 

Mr. Spahr, you have been with us before. We know you very well 
personally and by reputation. Will you identify yourself for the 
record ? 


STATEMENT OF WALTER E. SPAHR, PROFESSOR OF ECONOMICS, 
NEW YORK UNIVERSITY, AND EXECUTIVE VICE PRESIDENT, 
ECONOMISTS’ NATIONAL COMMITTEE ON MONETARY POLICY 


Mr. Spanr. My name is Walter E. Spahr. I am professor of eco- 
nomics at New York University. and executive vice president of the 
Economists’ National Committee on Monetary Policy. 

Senator Bricker. Dr. Spahr has indicated that he could skim 
through this testimony in a period of 20 minutes and give time for 
any questions. I think we can run over that long, if it is satisfactory 
to other members of the committee, without violating the rule. Then 
we will make, without objection, the complete statement a part of the 
record. You may proceed. 

Mr. Spanr. Thank you very much. Mr. Chairman, it is of para- 
mount importance that Congress rescue the people of the United 
States from the serious dangers inherent in an irredeemable cur- 
rency and enable them to have the advantages provided by a re- 
deemable currency. 


I. THE DISADVANTAGES EXPERIENCED BY OUR PEOPLE AS A CONSEQUENCE 
OF OUR SYSTEM OF IRREDEEMABLE CURRENCY ARE SUFFERED BOTH 
DOMESTICALLY AND IN OUR INTERNATIONAL RELATIONS 


A. DOMESTICALLY 


Our people have been deprived of a valuable property right; 
io seeking safety for their savings may not invest in gold or in 
claims to gold. 

A good monetary system will be so constituted that the various kinds 
. money employed will together perform the following functions: 

1) that of a standard of value; (2) that of a medium of exchange; 
(3) that of a good storehouse of value; (4) that of a standard for 
deferred payments; (5) that of a final settler of payments due; (6) 
that of a reserve against substitute forms of money and credit. 

Under our domesti ic system of irredeemable currency, gold and gold 
certificates cannot be employed by our people as media of exchange, 
or as storehouses of value, or as final settlers of payments. 





GOLD RESERVE ACT AMENDMENTS 43 


A valuable right of a people is to select the variety of money that 
will perform one or more of these functions best. The most universal- 
ly marketable money known to mankind is gold, For this reason, it, 
or claims to it, is the best storehouse of value, in the form of money, 
that is available. There are times when people wish to employ it, or, 
more commonly, claims to it, in preference to any other type of i 
vestment, as a means of preserving the value of savings. 

Our system of irredeemable currency deprives our people of that 
very valuable property right. For the small saver who does not know 
how or when to invest wisely and who wishes to employ the protection 
provided by gold, or by claims to it, such a right no longer exists. He 
must run the risks inherent in an irredeemable currency. 

2. Our people have been deprived of a major direct power over the 
Government’s use of the people’s purse. 

A basic assurance that human freedom from arbitrary government 
can be preserved lies in the ability of the people to control the public 
purse. One of the major devices on which such assurance rests is the 
freedom of our people to demand redemption 1 in gold of the bills 
of credit issued by our Treasury and Federal Danae banks. That 
freedom and the underlying right no longer exist in this Nation. 

As a consequence, the people’s purse is at the relatively free dis- 
posal of the Government. ‘The power of direct restraint, which in- 
dividuals can exercise as they seek to preserve their savings by con- 
verting them into gold, or claims to gold, is gone. Such powers as 
remain are confined chiefly to the right to vote which is a most un- 
reliable means of protecting one’s savings. The exercise of the right 
to refuse to purchase Government securities merely drives the Govern- 
ment to the banks which convert Federal debt into currency, the 
consequent tendency being a reduction in the purchasing power of 
the people’s money. 

With the Goverment free of the direct powers which a people can 

exercise under a redeemable currency, the people can be subjected to 
nies or profligate Government spending and to a practically un- 
limited depreciation in the purchasing power of their money. Popular 
efforts to control such spending can be reduced to futility, and they 
tend to be futile. All governments which have today taken possession 
of the people’e purse and have seriously impaired or destroyed the 
purchasing power of the people’s money have aaa an irredeem- 
able currency, or as in early times, have devalued their coins. A 
government disposed to spend freely or reckless!y cannot effectively 
be held in restraint under a system of irredeemable currency. 

Senator Busy. May I ask a question? 

Senator Bricker. Yes. 

Senator Bus. I think you ought to explain for the record just 
what you mean. What have the people lost? You say that the people 
have been deprived of a major direct power over the Government’s 
use of the people’ s purse. W hi at. is that ? 

Mr. Spanur. The right of people to convert, to protect their savings; 
their right to convert their bank deposits or paper money—any type 
of currency—into what they regard as the most secure form of savings 
that they know. 

Senator Busn. I am sorry, Mr. Chairman. I thought that related 
to the question that bothered you and me, the question we had in mind 
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earlier, that the convertibility factor exerc ised in some way a restrain- 
ing influenced upon the Government's ability to borrow. 

Mr. Spanr. It would, in this way, Senator: The fact that banks 
realize that they may have to redeem and the Treasury realizes it may 
have to redeem puts a restraint on them that they don’t experience 
under an irredeemable currency. Under an irredeemable currency 
they realize no pressure can be put on them. Therefore they are free 
to do practically as they please. 

The people may not turn in much paper for redemption. They tend 
not to if the currency is redeemable, but it is the fact that the people 
ean do it that holds the banking system and the Tre asury in check. 
It is not the percent that is drawn out; it is the fact that the people 
have the power to do it. 

Senator Busu. I don’t think that has been demonstrated very con- 
clusively. 

Mr. Spanr. I discuss it a little further on. I am offering some fig- 
ures there which I think will demonstrate that point. 

3. Foreign central banks can exercise their claims to our gold re- 
serves; our people are deprived this right. 

As a consequence of this arrangement, our people, who have claims 
against our gold stock equal these days to approximately 17 to 18 
times those of foreign central banks, must stand aside while those 
foreign institutions are free to draw down our gold stock to the extent 
they hold dollars. In other words, these foreign banks can draw 
down the gold certificate reserves of our Federal Reserve banks and 
a corresponding amount of gold in the Treasury by demanding re- 
demption of their dollar claims. Our people cannot draw down the 
gold certificate reserves of Federal Reserve banks and they cannot 
touch the gold in the United States Treasury, except as it 1s drawn 
upon for use in industry. 

This discrimination against our people and in favor of foreign 
central banks exists in the face of the fact that foreign withdraw: als 
of gold are highly erratic while domestic withdrawals are relatively 
steady and relatively small. For example, for the 10-year period, 
February 1923, to February 1933, the monthly percentages of foreign 
withdrawals of our monetary gold stock ranged from zero (April to 
June 1923) to 15.83 percent (in October 1931). Monthly percentage of 
domestic withdrawals during } at decade ranged from 1.44 percent 

April and May 1931) to 6.32 percent (in February 1933). The 
erratic quality in the percentages of foreign withdrawals becomes 
much more pronounced when one considers the relatively small per- 
centage of total claims held by foreigners against our gold stock as 
compared with the much greater size of the claims held by our people. 

4. Under an irredeemable currency our people are subjected to the 
dangers of socialism or government dictatorship in some similar 
form. 

Throughout the world, wherever there is socialism, communism, or 
government dictatorship in some other form, there is found irredeem- 
able currency. It and military force provide the chief means by 
which government dictatorship gains power over a people. The use 
of an irredeemable currence yisa subtle, rel: itively peaceful, and poorly 
understood device by which a government can establish a high degree 
of governmentally managed economy or dictatorial control over a 
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people. ‘The people of the United States are vulnerable in this 
spect because they must operate under the far-reaching undermining 
influences of an irredeemable currency. 

Our people are subjected to the great expansions and contractions 
in business and prices made possible and invited by an irredeemable 
currency. 

One of the outstanding characteristics of an irredeemable currency 
is that it makes possible and invites great expansions and contractions 
in economic act! Vity\ and prices. They can exceed, and man y times 
have exceeded, any fluctuations involving a redeemable curren y. De- 
preciation in the purchasing power of irredeemable currency has in 
some cases approached zero. The consequences commonly flowing 
from great expansions of such currency have been a sharp rise in 
prices, severe impairment or destruction of the value of the m metary 
savings of various groups, or even the mass of people, painful economic 
depressions following high prices. Social and political revolution has 
sometimes been a consequence. 

The lowest purchasing power our dollar ever reached sin @ the eS- 
tablishment of our Federal Reserve System occurred in March 1951, 
under our irredeemable currency system. The longest economic re- 
cession and depression in our history ran from October 1873 to March 
1879, under an irredeemable currency. The length of that recession 


> 


and depression was 65 months as compared with 43 months for the re- 
cession and depression of 1929-33. 

Senator BusuH. The long recession and depression was due to the 
irredeemable currency or the irredeemable currency results from the 
financial difficulties we were in at that time? 

Mr. Spanr. They had to issue irredeemable currency in 1862-64. 
That made possible the great rise in prices which in turn led into the 
recession, 

Senator Busu. I am not familiar with that period that the gentle- 
man refers too, 1873-79. What I was wondering is whether the panic 
resulting from depression forced us off the gold-—— 

Mr. Spaur. No, we were in the Civil War. 

Senator Busn. We had not come back to gold at that time ? 

Mr. Spanr. We didn’t come back until 1879. The reason that I em- 
phasized that point is that there seems to be a notion in this country 
that if we maintain irredeemable currency we are going to protect 
ourselves against a severe depression. I want to point out that the 
longest depression in our history came under an irredeemable currency. 
If the Government is wise, in my judgment, they will give the people 
the lift right now which comes from resumption. A most dangerous 
situation we are facing now in this country is that we are employing 
an irredeemable currency while this country is facing some form of 
economic adjustment. 

I am giving you the evidence here, as briefly as I can, that one of the 
longest and most severe depressions in our country came under an 
irredeemable currency. Furthermore, the largest drop in industrial 
production in any 13 months of our history, was in 1937-38, under an 
irredeemable currency. There is no protection against a business 
recession under an irredeemable currency. It is a dangerous instru- 
ment toemploy. I emphasize that fact later in my testimony. 

To continue: Moreover, the great prolongation of various serious 
aspects of the depression of the 1930” s, such as heavy unemployment 
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and small capital investment, practically up to World War II, occurred 
under an irredeemable currency. 

The extreme swings in prices and business activity, possible under 
an irredeemable currency, cannot and do not exist to such a degree 
under a redeemable currency. A gold money and a currency redeem- 
able in gold do not lose their purchasing power completely as may 
an irredeemable currency. 

6. Our people are subjected to a diseased bloodstream in their 
economy. 

This diseased bloodstream in our economy touches every person who 
uses money. Having within itself great defects, it becomes an impor- 
tant causal factor in the behavior of people. They become conscious 
of some of its defects and of the need to estimate their possible and 
probable consequences. A healthy currency, by way of contrast, is 
largely a passive agent per forming its functions smoothly and with 
little thought given by people of its quality. 

The effects of a diseased monetary bloodstream are almost endless in 
their variety. The economic system becomes bloated and distorted in 
a multitude of ways. Some people prosper under these distortions; 
others suffer a gradual and subtle undermining of the value of their 
incomes and savings. The latter variety of consequences apparently 
do not commonly attract much attention until the damage reaches a 
serious stage. For example, on the average holdings, for the period 
1945-51, of United States savings bonds, time deposits in all banks 
in the United States, and life-insurance policies, the loss in purchasing 
power by 1951, as compared with what would have been the value in 
1945 dollars, was $123,068,1: oe This loss on those three items 
alone during that period of 7 years, was approximately 65 times the 
loss of $1,901 million, on bank deposits for the period of 13 years, 
1921-33. Regarding the latter loss, much is still written and spoken 
with emotion because the loss was direct and easily understood. But, 
regarding a loss which is 65 times greater, little more is offered than 
innocuous platitudes—a fact which illustrates the relatively small un- 
derstanding of the devastating effects of a depreciated currency. Full 
realization of such facts is in large degree left to the widow to expe- 
rience when she attempts to utilize the savings and insurance left for 
her protection. 

People have serious problems with which to contend even when a 
currency is sound—that is, if there is a fixed standard metallic unit, 
if all paper money and bank deposits are freely convertible into it, 
and if = credit is automatically self-liquidating. To use a currency 
which, because of its inherent defects, causes an endless variety of 
economic distortions, is to multiply and magnify in an unnecessary 
and undesirable degree the uncertainties of life and the problems with 
which human beings must deal. 


B. IN INTERNATIONAL RELATIONS 


All holders of dollars other than central banks lack the right to 
demand their redemption. 

A consequence of this discriminatory situation is that such holders of 
dollars are in general compelled to dispose of them at some disadvan- 
tage as compared with the equality of treatment which would prevail 
if they could redeem them at face value at their banks. The various 
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disadvantages involved show themselves in part in free, punns-Saee, 
and black gold markets in which our nongold dollars have been, or are, 
exchanged at various rates of discount. ‘These manifestations od 
various degrees ot dishonor under which our nongold dollars have 
labored, or labor, also point to other unfortunate consequences—to 
the adverse effects of such monetary arrangements on trade, saving 
investment, and enten pl ise, 

2. Freedom of enterprise in foreign trade and investment is 
restricted. 

Since gold may pass only between our Federal Reserve banks and 
Treasury and foreign central banks, regulations are devised to prevent 
gold reac hing other | hands. Re vulat ions also prevent conversion or re- 
demption in eold of all nongold dollars t xcept thos« held by foreign 
central banks. A consequence is that freedom of private enterprise 

foreign trade and investment becomes sharply restricted. Govern- 
ment bu vucracy in the mans igement of international economic inter- 
course becomes a crip pling gy agent. Trade and investment and exc hange 
rates suffer distortions, distractions, and frustrations. These natural 
consequences of such Government interference with private enterprise 
evoke more Government plans and more regulations, whereas the cor- 
rect solution lies in a free-flowing currency—gold, silver, paper 
money, bank deposits—and i in freedom for the millions of individuals, 
desirous of carrying on foreign trade and investment, to utilize their 
ingenuity. 

Real internationalism is obstructed. 

The gold standard, redeemable currencies, and real international- 
ism go together. Irredeemable currencies are domestic currencies. 
Only gold and currencies freely convertible into gold cross inter- 
national boundaries with ease. 

Because the United States employs an international gold bullion 
standard in its dealings with a restricted list of foreign central banks, 
we have, to that extent, some of the benefits which are inherent in a 
thorough-going gold standard. But these benefits are sharply re- 
stricted. All around this restricted list of central banks le a multi- 
tude of individuals, and enterprises, who are deprived of the benefits 
to be had from a thorough-going gold standard open to all for use. 

For many generations prior to 1914, the degree of freedom in 
international trade, investment, ca travel apparently reached the 
highest level ever attained. Since that time irredeemable currencies 
have engulfed one nation after another. Being nationalistic in nature, 
these currencies have become, along with wars, major instrumentali- 
ties in impairing or destroying freedom of intercourse among nations. 
A paradox of modern times vis the vigorous argument in behalf of 
freer international relations while at the same time there is almost 
universal defense of irredeemable currencies. The gold standard, 
internationalism, and human freedom are natural companions. Their 
opposites, and companions in evil, are irredeemable currencies, ob- 
structions to international intercourse, and government dictatorships. 


H. UNETHICAL ELEMENTS IN OUR CURRENCY SYSTEM 


The legends on our money are inaccurate. 
Although the legends on our paper money are the same for all 
holders, the facts are that the holders are treated differently. For 
example, if the legends on the Federal Reserve notes stated the facts 
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correctly they would read substantially as follows: “Tf this note is 
held by a foreign central bank on the Treasury’s restricted list, it will 
be redeemed in gold upon presentation at a Federal Reserve bank or 
the United States Treasury. Al] other holders may exchange it only 
for another variety of nongold currency. 

Privilege without corresponding responsibility is granted Fed- 
be Reserve banks and the United States Treasury. 

Since our United States Treasury and Federal Reserve banks are 
authorized to issue bills of credit as money without being required to 
redeem them, there is in this arrangement a case of special privilege 
without corresponding responsibility. This is in conflict with the 
standards employed, as to the rights and responsibilities of our people, 
in our body of contract law. Priv ilege without corresponding respon- 
sibility is, in principle, repugnant to defensible standards of ethics, 
and it is out of harmony with the best traditions of our people. 

3. Treatment of bills of credit as “coined” p: aper money violates the 
ethic s of contracts on which a modern economic system depends. 

Since the irredeemable paper money issued by the United States 
Treasury and Federal Reserve banks is in nature bills of credit, the 

effort to treat them as “coined” paper money involves an attempt to 
convert a credit instrument into money—to pass a promise as the 
thing promised. The ultimate destiny of credit instruments is to be 
redeemed. Our body of contract law, applicable to all people in this 
Nation, other than our Treasury and Federal Reserve banks, finds no 
ethical principle by which to convert irredeemable bills of credit into 
defensible credit instruments or final means of payment. The fact 
that our Treasury and Reserve banks contravene these well-recog- 
nized standards of defensible business ethics does not alter the validity 
of the standards employed in our body of contract law; it simply 
reveals a case of violation of these commonly accepted standards. 

4. Use of irredeemable bills of credit by a government and its 
authorization to banks to issue irredeemable promises to pay as 
money are evidence of fiscal or moral bankruptcy of that government. 

The issuance of irredeemable bills of credit and their enforced use 
as money not only contravene basic standards of moral behavior 
embodied in contract law over a period of many generations but it, 
of necessity, stands as proof of either fiscal or moral bankruptcy on 
the part of the government involved. 

Senator Busu. How do you define “irredeemable bills of credit”? 

Mr. Spaur. A promise on paper that will not be redeemed by the 
issuer. 

Senator Busu. In other words, a bank note says on it that it should 
be ee in gold or something like that? 

Mr. Spanr. A bank note would be redeemable in whatever Congress 
should prescribe as the-——— 

Senator Busn. I mean, a gold note. 

Mr. Spanr. A gold certificate would be redeemable in gold and a 
silver certificate would be redeemable in silver and all of them incon- 
vertible, one with the other. 


Ill. LEGAL CONFLICTS 


1. Legal tender law nullified in part by other laws. 
Although the so-called Thomas amendment of May 12, 1933, and 
Public Resolution No. 10, approved June 5, 1933, aiouans gave the 





GOLD RESERVE ACT AMENDMENTS 49 


full legal tender quality to all our coins and paper money, and 
although section 15 of the Gold Reserve Act of January 30, 1934, 
included gold certificates in the term “currency of the United States,” 
other provisions of law provide that gold certificates may not be 
employed domestically except by Federal Reserve banks and the 
Treasury for use among themselves. Therefore, although gold certifi- 
cates are declared to be full legal tender, they are prohibited by law 
from performing their functions domestically as a legal tender 
currency. 

Although Federal Reserve notes were, improperly, given the quality 
of full legal tender in 1933, they may not serve as lawful money, and 
properly so, against the deposits held by Federal Reserve banks. 

Although all Treasury currency, which may circulate domestically, 
was given the quality of full legal tender in 1933, none of it may serve 
as reserve against deposits in Federal Reserve banks. 

2. Peculiarities of the legal situation in respect to reserves held by 
Federal Reserve banks against their notes and deposits. 

These legally required reserves are gold certificates which are de- 
clared to be full legal tender. But this legal tender reserve cannot 
perform the functions of legal tender since it cannot be paid out 
domestically. 

Although these reserves are maintained and computed against the 
aggregate of Federal Reserve notes issued by, and deposits held in, 
Federal Reserve banks, these reserves can be drawn Sion only by 
specified foreign central banks to the extent that they held those 
deposits and Federal Reserve notes. Therefore these reserves, under 
our law, perform a type of function in respect to the Federal Reserve 
notes and deposits held by foreign central banks which they cannot 
perform in respect to the same type of note and deposit held domes- 
tically. The discrimination is against domestic holders and in favor 
of foreign central banks. 

Another peculiarity of the reserves of Federal Reserve banks against 
their deposits is that it has not been possible, since June 12, 1945, for 
those banks to count Treasury currency, other than gold certificates, 
as part of their reserve against their deposits. Prior to that date, 
such currency could be so counted, and properly so. 

Thus we have this anomalous arrangement: Treasury currency 
which the people of the United States are required to use may not be 
employed by the Federal Reserve banks as reserve against their de- 
posits; the only money lawful for reserve in Federal Reserve banks 
against their deposits cannot be paid out domestically ; the only asset 

cash (Treasury currenc y) which the Federal Reserve banks may pay 
out domestically cannot be used as reserve against their deposits. 

Senator Busn. May I ask a question? There is one fundamental 
question which is not clear in this testimony so far. Maybe it will 
come up. Why is this irredeemable currency the cause rather than 
the effect of a loose fiscal policy? That is the question I think we 
are groping for an answer to, and I don’t think you are making a case. 

Mr. Spanr. May I try to answer you? 

Senator Bus. I wish you would. 

Mr. Span. If you have a redeemable currency, it is largely a 
passive factor. It isn’t an important causal factor ‘A cause the people 
have confidence in it and they go ahead with their business in free 
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markets. When, however, you introduce an irredeemable currency 
you have injected a disease into the economy—into the bloodstream 
of the economy. The people know enough about it to realize that fact. 

They have to consider what they may do to save themselves. There- 
fore, it becomes a potent causal factor in the economy. Such a cur- 

rency may arise in any number of ways. It may arise because a 
dictator has taken possession of the people. Perh: aps he did not wish 
to use military force on them since he could employ an irredeem: able 
currency. Suchacurrency may arise asin the Civil War days. Then 
the Government was bankrupt. It was compelled to issue ‘irredeem- 
able currency. Such a currency may arise in a situation we had in 
this country in 1933 when the people were mislead by the incoming 
administration. In fact, such a currency can come into existence in 
a multitude of ways. When it is introduced into the economy, there 

arises one of the most important factors in affecting prices that man 
can devise aside from war. 

Senator Busu. Mr. Chairman, I still don’t see where this irredeem- 
able currency—and I have read Mr. Spahr for years, and I have a 
great respect for him as a student and expert in his field—I still don’t 
see why going off gold, as we did, abolishing convertibility as we did, 
was the cause of the loose fiscal practices that ensued. I suggest that 
it was more the effect rather than the cause. It was the result. 

Mr. Spanr. Of what? 

Senator Busu. When we denied the convertibility, we did it be- 
cause of the run on gold, so to speak. As Mr. Burgess a little earlier 
pointed out, they didn’t want to go off gold. If. they kept on the 
gold would be taken out because of the fears that had been generated 
in people’s minds that their money was rapidly deteriorating in value. 
They wanted to convert into gold, that they felt rather than run 
the risk of having gold exhausted and all gotten into private hands 
and hoards, that it was in the interest of. everybody concerned to 
stop that because the Government had to maintain reserves of gold 
to settle international balances and other things. 

Mr. Sranr. I have, Senator, some statistics on that a little later, 
but I should like to answer your question briefly now. I don’t sup- 
pose there is any group of men that can come before you and prove 
the accuracy or inaccuracy of that contention because one cannot 
turn the clock back. But I believe the general judgment is that with 
the banks closed, as they were in March 1933, sus ‘pension probably 
was necessary and maybe desirable for the time being. But as soon 
as the banks were opened, and most of them were opened before that 
year was out, then all the administration needed to do was to restore 
redeemability. The factual data on that will be demonstrated later. 
But such would be my judgment. The suspension might have been 
necessary for a few months, but if the administration had said firmly, 
that. “When the banks are opened, we will restore redemption,” 
there is every good reason for supposing that it could have been done, 
and of course it should have been done. When one attempts to 
deal with cause and effect in March 1933, one becomes involved with 
political considerations as well as economic. 

To continue: 

Thus we have this anomalous arrangement: Treasury currency 
which the people of the United States are required to use may not 
be employed by the Federal Reserve banks as reserve against their 
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deposits; the only money lawful for reserve in Federal Reserve banks 
against their deposits cannot be paid out domestically; the only asset 
eash (Treasury currency) which the Federal Reserve banks may pay 
cut domestically cannot be used as reserve against their deposits. 


1V. A CONSTITUTIONAL QUESTION; AND THE ISSUE OF THE ABUSE OF A 
LEGISLATIVE POWER 


Paper money issued by the United States Government is in nature 
bills ot credit. ( V eazie Bank We F. nno (dB Wall... 548-549; 1869) ). 
The meaning of “bills of credit” in the United States Constitution 
has been made clear in various decisions of the United States Supreme 
Court—for example in the Legal Tender Cases (12 Wall., 457-681; 
1870) and in the case of Craig v. State of Missouri (4 Pet., 431; 1830) 
In the latter case, in which the Court dealt with the meaning of bills 
of credit as used in article I, section 10, of the Constitution of the 
United States, which p vides that 

No State shall * emit bills of credit 


the Court asked and answered these questions: 


What is a bill of credit? What did the Constitution mean to forbid? 

The word “emit” is never employed in describing those contracts by which 
State binds itself to pay money at a future day for services actually received 
or for money borrowed for present use: nor are instruments executed for sucl 
purposes, in common language, denominated “bills of credit.” To “emit bills 
of credit,” conveys to the mind the idea of issuing paper intended to circulate 
through the community for its ordinary purposes, as money, which paper i 
redeemable at a future day. This is the sense in which the terms have bee! 
always understood, 


This contention was repeated in a similar manner in the case of Brisco 
v. Bank of Kentucky (11 Pets., 257; 1837). 


In the case of Juilliard v. Greenman (110 U. S. 447-448: 1884), the Court 
held that—Congress has the power to issue the obligations of the United States 
in such form, and to impress upon them such qualities as currency for the pur 
chase of merchandise and the payment of debts, as accord with the usage of 
sovereign governments * * * The exercise of this power * * * is ineluded in 
the power expressly granted to borrow money on the credit of the United 
States 
In a concurring opinion in the Legal Tender Cases (12 Wall, 560; 
1871), Mr. Justice Bradley stated that the power of our Federal Gov- 
ernment to issue bills of credit is “incidental to the power of borrow 
ing money.” 

Inasmuch as Federal Reserve notes, under the Federal Reserve 
Act, constitute a claim against the United States Treasury, in the 
event that the issuing’ Federal Reserve banks fail to redeem them. 
it is correct under our court decisions to classify them also as bills 
of credit. In the case of Veazie Bank v. Fenno (8 Wall., 549; 1869) 
the Court stated that bank notes issued on the credit of the government 
“may be properly described as bills of credit.” 

If the bills of credit, issued by the Treasury and Federal Reserve 
banks are not to be redeemed, does such action come within an ex- 
pressed provision of the Constitution ? 

Said Chief Justice Chase in the case of Bank v. Supervisors (T 
Wall., 31; 1869) : 

The dollar note is an engagement to pay a dollar, and the dollar intended is the 
coined dollar of the United States * * * 
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In the case of Bronson v. Rodes (7 Wall., 241; 1869) he said: 
The note dollar was a promise to pay a coined dollar. 


Said Mr. Justice Strong in the Legal Tender Cases (12 Wall., 553; 
1871): 


The legal tender acts do not attempt to make paper a standard of value. We 
do not rest their validity upon the assertion that their emission is coinage 
* * *- nor do we assert that Congress may make anything which has no value 
money. What we do assert is, that Congress has power to enact that the gov- 
ernment’s promise to pay money shall be, for the time being, equivalent in value 
to the representative of value determined by the coinage acts, or to multiples 
thereof. [Italics supplied.] 

Said Mr. Justice Bradley in a concurring opinion in the Legal 
Tender Cases (12 Wallace, 560; 1871) : 
It [the bill of credit] is not an attempt to coin money out of a valueless ma- 
terial, like the coinage of leather, or ivory, or kewrie shells. It is a pledge of 
the national credit. It is a promise by the Government to pay dollars; it is not 
an attempt to make dollars. The standard of value is not changed. The Gov- 
ernment simply demands that its credit shall be accepted and received by public 
and private creditors during pending exigency. * * * 


No one supposes - 
said he (pages 561-562) — 


that these Government certificates are never to be paid, that the day of specie 
payments is never to return. And it matters not in what form they are issued. 
* * * Through whatever changes they pass, their ultimate destiny is to be paid. 

[Italic in the original. ] 

Apparently no decision of the United States Supreme Court has 
overruled the conclusion reached by Mr. Justice Strong in the ma- 
jority opinion or by Mr. Justice Bradley in his concurring opinion 
in that case. 

Today, as during recent years, the widespread implication has been 
that our irredeemable currency is not to be redeemed—that we have 
passed permanently into an era of irredeemable currency. Aside 
from the fact that all nations which have experimented with irre- 
deemable currencies have always returned to redeemability, either to 
escape the well-known serious consequences inherent in irredeemable 
currencies or as a consequence of reaching a state of chaos, there are 
these further considerations, apparently largely ignored today, that 
the Constitution of the United States does not authorize permanent 
irredeemability, and that every day of delay in resuming redemption 
constitutes a violation of the intent of the framers of our Constitu- 
tion who were well aware of the evils inherent in an irredeemable 
currency. 

Mr. Justice Bradley, in the Legal Tender Cases, referred, page 562, 
to delay by the legislative power to provide for 1 redemption of its 
bills of credit, after the exigency which gave rise to their issuance 
had passed, as “the abuse of a power.” 

In the case of Perry v. United States (294 U. S., 354; 1935), the 
Court said that— 

* * * the Government is not at liberty to alter or repudiate its obligations * * * 
Nevertheless, that is in practice what it is doing while it refuses to re- 
deem its bills of credit issued in the form of money. 

The dissenting justices in the case of Perry v. United States—Jus- 
tices Van Devanter, Sutherland, and Butler—went to the heart of 





GOLD RESERVE ACT AMENDMENTS 53 


the matter when they said of the issuance and re demption of the irre- 
deemable United States notes that— 


The thing actually done was the issuance of bills endowed with the quality of 


legal tender in order to carry on until the United States could find it possible 
to meet their obligations in standard coin This they accomplish in IST. The 
purpose was to mect honorable obligations—not to repudiate them. [Italic 


supplied. | 


The Government of the United States, since early 1933 and despite 
its more than adequate supply of gold for purposes of redemption, 
continues the practice of nonrede mption—e xcept in the case of foreign 
central banks: and governments. ‘This procedure raises the question 
of “the abuse of a power” referred to by Mr. Justice Bradley. Par- 
ticularly pertinent, in the light of our Government’s delay in_pro- 
viding for the reden npti ion of our irredeemable currency, is the follow- 
Ing statement made b y the three sennees Justices in the case of 
Perry v. United States (294 U.5S., * 1935) : 

To let oneself slide down the easy slope offered by the course of events and to 


dull one’s mind against the extent of the danger, * * * that is precisely to fail 
in one’s obligation of responsibility. 


V. ADVANTAGES OBTAINABLE FROM A REDEEMABLE CURRENCY 
A. DOMESTICALLY 


1. We would have the best variety of monetary system known to 
man. Of course, we would still have with us the inescapable problems 
of credit management. But our varieties of money could then perform 
all the functions which a good money system is able to perform. 

2. Since all varieties of dollar would be freely interchangeable, 
people could choose the type that would meet their needs best. Con- 
vertibility and redeemability of nongold currency increase confidence 
in such currency and invite a wider use of it since to the quality of 
convenience is added that of convertibility lath a type of money the 
value of which no one may effectively question. 

3. A valuable property right would be returned to our people. 
This protective device is practically a guarantee that human freedom 
will be preserved and that socialism and government totalitarianism 
could not be inflicted on our people except by the use of military 
force. 

t, Our ve would once more have power, to the extent they 
possess money oO * bank deposits, or both, to exercise direct control 
over the Geruremne nt’s use of the neces’ S purse. 

Senator Busu. How do they do it? 

Mr. Srpanr. The fact that the Treasury knows the *y may be called 
upon for redemption ; the fact that the Federal Reserve banks know 
they may be called upon by the people if they, the banks, become 
reckless. That holds them in check. They have a very different 
psychology from the present under such circumstances. The fact that 
the people can put pressure, if they choose, on the Treasury and 
Federal Reserve banks is the power by which they, the people, can 
control the public purchases. 

Senator Busu. It seems to me the direct control of the people’s 
purse is in the hands of the Congress. How is this convertibility 
going to affect the deliberations of Congress? 

Mr. Spaur. It would protect the Congressmen from pressure 
groups. 
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Senator Busn. Are you sure about that! 

Mr. Spat. Should pressure groups come to you for more money 
under a redeemable currency, you should then be in a position to say: 
“We just don’t dare to issue additional currency. Do you notice some 
are turning in their paper money for gold? The Treasury doesn’t dare 
toe xpand the curre ney. 

‘Today you are unable to make such statements, and pressure groups 

put on all the pressure they please. Congress has little protec- 
tion against the pressure groups, and the pressure groups under an 
irredeemable currency tend to fight for everything they can get. 
Such a situation in effect lays the Treasury on the auction block. 
One does not see this under a redeemable currency. 

Your question is a good one, but it requires considerable time to 
explain it thoroughly, and evidently I haven’t done a good job for 
you. If one surveys the period in which we had redeemable currency, 
one does not see the pressure gr ups operating on Congress as they 
do and have done since the introduction of a redeemable currency. 

Senator Busan. Wh: at per 1od are you thinking of ? 

Mir. Span. We could choose the period of the Federal Reserve 
System up to 1933. That is a good period to survey. One could go 
back to 1900 if he chose and he would see = same state of affairs. 
Pressure er MIPS, as we know them today, came with irredeemable 
currency. They are a natural manifestation of people trying to make 
a living and to live under this depreciating currency, and they want 
Congress to help them. I realize that I probably have not illustrated 
that very well. Iam trying to be brief. 

Senator Busu. I wish you could nail it down real tight. That is 
the crux of the whole situation. 

Mr. Spanr. It is very fundamental. 

Senator Busu. If you can show us clearly how going back to con- 
vertibility would give Congress a better control over the people’s 
purse, would give the peopie a better control over their own purse, you 
would have made a very important point. I am frank to say—maybe 
I am a little bit thick on this thing—that I don’t think you have made 
that case here today. 

Mr. Sraur. It may well be that I have not. It is quite probable 
that I have not. I should be glad to submit answers to any written 
questions if you think that would be of any service to you. 

Senator Busn. I don’t want to delay this thing. I am taking up 
a little more than my share of time. I think that is the crux of the 
whole matter. 

Mr. Spanr. Some of this is treated a little further in my prepared 
statement, 

Senator Busu. Senator Payne has made a good suggestion. If Mr. 
Spahr can develop this very point in a more specific way, I think the 
committee would be glad to hear from him and have a statement in 
that connection in the record. 

Senator Bricker. We certainly would. 

Mr. Srarir. Would you care to give me the questions you would like 
to have answered ? 

Senator Bus. The paragraph numbered four on page 14, and I 
said, “How?” 

Mr. Sraur. I will do that. 
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To continue: Human freedom and power of the people to control 

the Government’s use of the public purse are inseparable. 
Discrimination against our people and in favor of foreign central 
banks would be eliminated. 

6. Special privilege without corresponding responsibility, granted 
our Treasury and Federal Reserve banks, would be terminated. 

7. Our people would have the advantages which normally come 
with the resumption of redemption. ‘These were well illustrated b: 
our experiences when, and shortly after, resumption was instituted 
on January 2, 1879: There was a prompt revival of confidence; busi- 
ness quickly began to expand; there was a sympathetic expansion in 
the volume of money and bank deposits drawn into use; gold lowed 
in from abroad; the demand for Government securities, domestically 
and from abroad, was so heavy that the Treasury staff, working day 
and night, could not keep up with the orders; the Treasury was able 
to fund and refund its matured or callable debt at markedly lower 
rates of interest. 

Resumption of redemption provides greater incentive for more 
saving, more investment, and greater production, and it invites more 
and safer prosperity than is the case under an irredeemable currency. 

8. A redeemable currency makes possible and invites a good market 
me Government securities outside banks. 

A free market for gold would exist at a guaranteed price. 

The legal conflicts in our currency structure could be eliminated. 
The proper and important categories required by a good monetary 
system, but now hopelessly contean, could be restored and made to 
function for the benefit of our people. These categories are (a) legal 
tender money; (4) lawful money (for specified purposes, as for bank 
reserves) ; money receivable for specified purposes—the category into 
which Federal Reserve notes properly belong. 

11. Our people would have the type and quality of money contem- 
plated by the framers of our Constitution. 

12. Our people would be freed of the prospects of trouble inherent 
In an irredeemable currency. But they would not be insured against 
the fluctuations in business caused by improper uses of credit and by 
other forces. No type of currency can do that. The functions of a 
good currency are not of that nature. A good currency can no more 
prevent economic wrecks than the best known rails on a railroad can 
prevent wrecks of the rolling stock by fallible people. The important 
consideration is that a redeemable money, unlike an irredeemable 
currency, is not a causal factor in economic disturbances and 
catastrophes. 


B. IN INTERNATIONAL RELATIONS 


The advantages obtainable from a redeemable currency as they 
et our international relations would be the following: 

All holders of dollars would be given the same freedom and 
ghia in respect to redeemability thus lifting, insofar as our system 
is involved, existing penalizing influences on private enterprise. 

2. Multiple quotations of our nongold dollars, and the disadvantages 
arising from such a situation, should be expected to disappear. 

3. Inasmuch as nongold currency would be readily convertible into 
gold at face value, there should be an increase in the tendency to 
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use the more convenient nongold dollars, less pressure to draw gold 
from us, and a stronger tendency for gold to flow to us for the pur- 
pose of obtaining nongold dollars with which to purchase our goods, 
services, and securities. 

t. Freedom for private enterprise to conduct foreign trade and 
to make foreign investments would be restored insofar as our mon- 
etary system can affect the situation. Trade, investment, and travel 
in the area of private enterprise should be expected to revive and 
to expand. 

5. Return by other nations to redeemable currency should be has- 
tened because of our contribution to freedom of trade, investment, 
and use of our currency, and because of what should be obvious as 
to the advantages of our people, engaged in international trade, in- 
vestment, and travel, as compared with the disadvantages experienced 
by the people of other countries compelled to labor under the burdens 
and frustrations of irredeemable currencies and the related exchange 
controls and government interferences. 

Senator Bricker. I wonder at this time, Mr. Spahr, if you would 
be willing to submit the remainder of your statement for the record, 
and if at any time during the week, in line with the question that. 
Senator Bush asked you, you would like to appear, we would be glad 
to have you. 

We have now gone beyond the time permitted us under the rules 
of the Senate. We have to recess to meet the quorum called for. 

Mr. Spanr. Fifty-four monetary economists issued a statement in 
support of the Bridges bill. Could that go in the record? 

Senator Bricker. We will make that a part of the record, without 
objection. 

(The material referred to follows :) 


Economists’ NATIONAL COMMITTEE ON MONETARY POLICY 
New York, N. Y. 


54 Monetary EcoNoMiIsts Urcr Concress To ENAcT THE BrIDGES-REECE GOLD 
STANDARD BILL 


We, the following, members of the Economists’ National Committee on 
Monetary Policy, urge Congress to enact the Bridges-Reece gold standard bill, 
S. 25382 and H. R. 6230, in order that the people of the United States may be 
given the benefits of a gold standard and redeemable currency at the statutory 
rate of $35 per fine ounce of gold. 


CHARLES C. ARBUTHNOT, Western Reserve University. 
WiLtarp E. ATKINS, New York University. 

Jonun W. Beck, Oklahoma Publishing Co. 

JAMES WASHINGTON BELL, Northwestern University. 
Dovucias H. BELLEMORE, Boston University. 

H. H. Benekr, Miami University, Oxford, Ohio. 

Ernest L. BoGart, New York City. 

FREDERICK A, Braprorp, Lehigh University. 

Wireur P. Carnoun, University of Cincinnati. 

Ceci, C. CARPENTER, University of Kentucky. 

Arruur W. Crawrorp, Chevy Chase, Maryland. 

WILLIAM W. CUMBERLAND, L a Thalmann & Co., New York, N. Y. 
Rev. Bernarp W. Dempsey, S. J., St. Louis University. 
RAYMOND DFE Roover, Wells e ‘ollege. 

1). W. E_tswortn, E. W. Axe & Co., Inc., Tarrytown, N. Y. 
Frep R. Farrcnitp, Yale University. 

CHARLES C. FicuHTNER, Buifalo, N. Y. 

J. ANDERSON FIrzGERALD, Bangkok, Thailand. 
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Masor B. Foster, Alexander Hamilton Institute and New York University. 


Roy L. Garis, University of Southern California. 

ALFRED P. HAAKE, Economic consultant, Park Ridge, I. 

Kk. C. Harwoop, American Institute for Economic Research. 
Hupson B. Hastinas, Yale University. 

F{aAroLp J. Heck, The Tulane University of Louisiana. 
Grorce H. Horart, High Point College. 

JoHN THOM HoLpswortnH, The University of Miami. 
HAROLD HuGHES, Economic consultant, Fort Worth, Tex. 
Frepertc A. JACKSON, Morgan State College. 

Montrort Jones, The University of Pittsburgh. 

DonaALp L. KEMMEReER, University of Illinois. 

ArtTHuR Kemp, Claremont Men’s College. 

J. J. LEONARD, Culver City, Calif. 

Epmonp E. LINCOLN, Wilmington, Del. 

Davip H. McKIN Ley, The Pennsylvania State College. 
AustTIN 8. Murpny, Seton Hall University. 

MELCHIOR PALYI, Chicago, Ill. 

FRANK PARKER, University of Pennsylvania. 

W. A. Paton, University of Michigan. 

toneERT T. Patrrerson, New York University. 

(‘LypE W. Puetps, University of Southern California, 
CueEstTer A. PHILLIps, The State University of Iowa. 
FrepertcK G. Reuss, Goucher College. 

O. H. Rirrer, Stockton, Calif. 

LELAND Rex Ropinson, 76 Beaver Street, New York, N. Y. 
OLIN GLENN Saxon, Yale University. 

Murray W. Sutetps, University of Florida. 

WALTER E. SPAHR, New York University. 

James B. TrANtT, Louisiana State University. 

Rurus 8S. Tucker, Westtield, N. J. 

Joun V. VAN SICKLE, Wabash College. 

V. OrVAL WATTS, economic consultant, Altadena, Calif. 
Epwarp J. WessTer, Clearwater, Fla. 

G. CARL WIEGAND, University of Mississippi. 

Epwarp F. Wiett, F. Eberstadt & Co., Inc., New York, N. Y. 





oF 


Senator Bricxer. Thank you very much. We will recess at this 


time to meet tomorrow morning at 10 o’clock. 


(Whereupon, at 12:25 p. m., the subcommittee recessed to recon- 


vene at 10 a. m., Tuesday, March 30, 1954.) 
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TUESDAY, MARCH 30, 1954 


UNITED STATES SENATE, 
SUBCOMMITTEE ON FreperRAL Reserve MaArrers oF THI 
3ANKING AND CURRENCY COMMITTEE, 
Washington, D.C. 
e The subcommittee met, pursuant to eall, at 10:05 a. m., room 301, 
Senate Office Building, Senator John W. Bricker (chairman) 
presiding. 


Present: Senators Bricker and Payne. 


. Also present: Senator Frear. 
Senator Bricker. The subcommittee will come to order. Dr. Spahr 
had not finished his testimony. Senator Bush had some questions to 


k. We will go ahead with his testimony. 


STATEMENT OF WALTER E. SPAHR, PROFESSOR OF ECONOMICS, 
NEW YORK UNIVERSITY, AND EXECUTIVE VICE PRESIDENT, 
ECONOMISTS’ NATIONAL COMMITTEE ON MONETARY POLICY— 


Resumed 
Mr. Spaur. Mr. Chairman, I should like to begin on page 16 with: 


VI, CONDITIONS NECESSARY TO PERMIT THE ESTABLISHMENT OF A 
REDEEMABLE CURRENCY 


1. Our Nation must have a suflicient supply of gold, in the light of 
experience, to support redemption safely in accordance with the 
known and expected practices of the holders ot nongold currency. 
As of January 27 to 31, 1954, the ratio of our gold stock to nongold 
money and deposits was 9.73 percent. The average of the yearly 
ratios for 1915-1932, pre-1934 data, was 8.6 percent; the range was 
from 6.7 to 10.9 percent, 

2. No nation with an adequate supply of gold to support redeem- 
ability need consult with other nations as to whether or when it should 
institute redeemability. The institution of a monetary system is an 
attribute of national sovereignty. Only nations which lack an ade- 
quate supply of gold to support redeemability need foreign aid in the 
establishment of a redeemable currency; and the aid needed is a loan 
of gold, or a loan involving the right to obtain gold if needed, by the 
banks of nations able and disposed to make such loans. 


VII. SOME CONSIDERATIONS IN RESPECT TO COMMON ARGUMENTS FOR DELAY 
IN MAKING OUR CURRENCY REDEEMABLE 

If a nation has an adequate supply of gold to support redeemability, 

there is no valid argument for delay in assuming the obligations in- 
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volved. Failure to redeem bills of credit is proof of fiscal or moral 
bankruptcy. It is a case of “the abuse of a power” by a government. 

The frequently stated contention that no nation can return to 
a gold standard alone, or that certain conditions must be met in 
addition to possessing an adequate supply of gold, has no validity and 
cannot be sustained by supporting ev idence. 

3. Delay in the institution of redeemability in the United States is 
an invitation to serious trouble. In 1941, the ratio of our gold stock 
to nongold money and deposits was 24.6 percent—the highest in our 
history. As of January 27 to 31, 1954, the ratio was 9.73 percent. 

In 1920, it was 6.7 percent, and we suffered a sharp tightening of 
credit and fall of prices. But at that time the surplus reserves of 
the Federal Reserve banks were practically exhausted. Indeed eight 
of the Federal Reserve banks paid tax penalties that year for deficien- 
cies in reserves. But even under those conditions there was no thought 
of suspending redemption for the reason that it was not necessary. 
In 1928, when the ratio was down to 7.2 percent, and surplus reserves 
of the Federal Reserve banks were relatively large, we did not regard 
our reserve ratio as being low; such concern as existed was in respect 
to whether there was too much credit expansion. In 1879, we resumed 
redemption safely on a ratio of 6.5 percent and under the handicaps 
of scattered bank reserves. 

Today, we have both a relatively high ratio of gold to nongold 
money and bank deposits, and relatively large surplus reserves in the 
Federal Reserve banks. As of January 27, 1954, this surplus of re- 
serves amounted to $8,651,641,000. At the reserve ratios then pre- 
vailing—25 percent for the Reserve banks and an average of 14 percent 
for member banks—the surplus reserves of the Federal Reserve banks 
on that date would have supported some $242 billion of bank deposits 
beyond the approximately $195 billion outst: nding, as of November 
25, 1955. 

The issue involved here is one of adequate gold stock in the light 
of experience and of the relative size of the surplus reserves of our 
Federal Reserve banks. If 3 percent’ of our gold stock were drawn 
into circulation domestically—and that is as much as we could rea- 
sonably expect in the light of the evidence—that would involve only 
$660 million of the $22,006 million of gold stock as of Januar y 2%, 
1954. That would still make it possible for the surplus reserves in 
the Federal Reserve banks—reduced to $7,919,641,000—to support an 
additional supply of bank deposits to the extent of approximately 

$224 billion. Furthermore, since resumption of redemption by a na- 
tion tends to draw gold to it, the addition which should be expected 
as a consequence of resumption may more than offset normal with- 
drawals for domestic use. 

The evidence is overwhelmingly clear that we could easily and safely 
resume redemption under present conditions. 

The widespread belief that the institution of redemption would 
invite hoarding of gold is not based on fact; it is a manifestation of 
the psychology of people living under the fears generated by an ir- 
redeemable currency. Redeemability is an antidote to hoarding. 
For example, when redemption was instituted on January 2, 1879, 
$135,000 in “greenbacks” were presented for redemption, $400,000 in 
gold were exchanged for paper money. Even when our people were 
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going through the distress involved in the economic recession of 1929 
32, the lowest percentage ever reached in our people’s demand for gold 
was in April and May 1931. .The percentage of our gold stock in 
circulation during those months was 1.44. People wanted the more 
convenient nongold currency, not gold; and that was because their 
nongold currency was redeemable. 

Should redemption of our currency be instituted, past experience 
suggests that we should expect our people to draw from 1.5 to 3 
percent of our gold stock into circulation. From July 1923 to April 
1932, inclusive, the 3 — figure was exceeded only * times 
3.03 percent in December 1923, 4.81 in December 1926, 4.30 in April 
1927. From May 1932 to February 1933, inclusive—a most abnormal 
period—the range of monthly percentages was from 3.58 to 6.52, the 
latter occurring in February 1933. That high percentage arose from 
a widespread belief that redemption was to be suspended and our gold 
dollar devalued. 

The widespread contention that our gold standard and redeem- 
able currency were important casual factors in the economic recession 
beginning in October 1929, does not rest upon fact. The ratio of our 
gold stock to nongold money and deposits in 1929 was 7.4 as compared 
with 7.2 in 1928. Our gold stock, less that in circulation, in October 
1929, ($4,094 million average daily figure for month) was only $270 
million below the highest preceding level ever attained ($4,364 million 
in May 1927) ; it was at the highest level of any month in 1929; and 
it was higher than during any month in 1928. Every month, Jan- 
uary to October 1929, inclusive, there was a net importation of gold. 
The percentage of Federal Reserve bank reserves to their Federal 
Rendins notes and de a was at a rel: tively high level—73.3 percent. 
The percentage of the Nation’s gold stock in circulation was 1.82, the 
~ point for the year 1929. 

The common contention that a gold standard, with redeemable 
duuaae. can operate only under favorable conditions is a case of 
attempt ing to hold it responsible for the consequences of man’s abuses 
in the use of credit resting upon gold and redeemable money. 
Irredeemable currency is man’s monument attesting to that abuse. 
Such currency tends to expand and to grow with man’s abuse of credit 
and to carry the abusers to their destruction. 

A gold standard and a redeemable currency never injured a person 
or a nation. Trouble in the areas of money, prices, costs, and profits 
arises from other sources. Gold is a self-liquidating money. Its 
ability to function does not rest upon the value of the promise of any 
man. It effects final payment in a money of universal accept: ability. 

It is for these reasons, among others, that a thorough-going gold 
standard and a redeemable currency should be instituted as quickly 
as Congress can act. And redemption should be at the statutory rate 
of $35 per fine ounce, which has prevailed since January 31, 1934, since 
maintenance of fixity in the weight and fineness of the standard mone- 
tarv unit is a basic requisite of a good monetary standard and svstem. 

The Gold Redemption Act of 1954, S, 2332, is in principle designed 
to accomplish these most desirable and important purposes and, as a 
consequence, should be enacted in order that our people may have the 
benefits of a sound and honest money on which to build and to prosper. 

Mr. Chairman, yesterday a question arose as to how long it was neces- 
sary to suspend redemption in 1933. Whereas I stated that the period 
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was a few months, the fact seems to be that it was only 11 days. By 
March 15, the banks controlling 90 percent of the deposits of the 
country were operating on a full-time basis and the full gold standard 
should have been restored immediately. The country was necessarily 
off the gold standard only while the banks were closed, which was 11 
days, as it was obviously impossible to get gold during that period. 

Thank you very much. 

Senator Bricker. Thank you, Doctor Spahr. We appreciate your 
coming back this morning. We are sorry we couldn’t finish your 
testimony vesterday morning. 

Mr. Sraur. Senator Bush asked me to answer some questions. I 
don’t know whether they were to be given to Senator Bush or to be 
put in the record. 

Senator Bricker. They may be inserted in the record in answer to 
Senator Bush’s questions. 

Mr. Seanr. Thank you. 

(The material referred to follows:) 


1. How, specifically, does a redeemable currency give the people power over 
the government’s use of the public purse? 

Answer: Basically, people control their government by voting their prefer- 
ences at election time and by expressing their preferences through the voting 
of their dollars. 

Every day is voting time as people record their preferences through the 
use of their dollars. Every dollar spent by its owner is a ballot cast for or 
against something. People, free to vote their dollars as they think best, are 
not compelled to wait until election time which, for a particular elected indi- 
vidual, may not come for 2, 4, or 6 years. Furthermore, people have much 
less assurance as to what they are trying to get or will get with a political 
ballot than is the case when they vote their dollars. 

But if people cannot vote their dollars as they please, they have, to that ex- 
tent, been disfranchised. If they cannot vote their dollars for gold which has 
universal acceptability, they have lost that power to record their will. If the 
Treasury and Federal Reserve banks issue dollars which cannot be redeemed 
in gold, the power of each individual to demand redempttion of their promises is 
destroyed. This is tantamount to depriving the people of the right to demand 
fulfillment of political promises through power to vote preferences at the political 
polls. Just as a government would be freed from a restraining influence under 
this arrangement, it is also freed from restraint when it deprives the people of 
the right to vote their dollars as they think best. And in this latter case, 
government frees itself from a restraint that operates daily. 

When the Treasury and Reserve hanks are required to redeem their prom- 
ises to pay, they must face a responsibility that they evade when they cannot be 
called upon to reedem. They cannot be reckless in the issuance of promises lest 
they arouse a preference for gold over their promises. Every person who votes his 
dollars for gold sends up a signal of warning to the banks and to the Treasury. 
Many signals are evidence of widespread doubts or displeasure. Banks and the 
Treasury must respect these signals. 

With nothing but irredeemable promises in their hands, the people can only 
vote for goods and services other than gold. They cannot command their share 
of the gold reserves of the Treasury or gold certificate reserves of the Reserve 
banks. Being free of such restraining influences, the Government is able to 
expand these irredeemable promises practically as it sees fit. 

That is a power of government dictatorship. The issue, basically, is whether 
our Government shall have this dictatorial power over our »eop'e or whether 
the power of the purse shall reside with our people. It is doubtful whether our 
people would lose more freedom if deprived of the political ballot than they lose 
when deprived of the right to vote their dollars for gold. The fact needs to be 
emphasized that wherever there is government dictatorship there also is irre- 
deemable currency. The plea of present officials of the Treasury and Federal 
Reserve System is for a continuation of this dictatorship with themselves in 
control. 
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2. How would a redeemable currency strengthen the hands of Congressmen 
against the profligate use of the people’s purse? 
Answer: First of all, under the freedom to spend made possible by an irre 


deemable currency, Congress has in part lost control of the public purse. The 
executive division of our Government, through executive agreements and various 
other types of promise s, commits our Government t certain expenditures The 


Executive has been able to do this because our individual holders of dollars have 
been rendered impotent through the use of irredeemable currency 
Only in theory, not practically, does Congress now fully control the people’s 
purse. Pressure groups seeking favors have in effect taken possession of the 
public purse; and Congressmen are in many respects helpless in the face of 
their onslaughts 
Under a redeemable currency, with power of effective protest given the people 
] 


the mass of people cnn vote against the demands of pressure groups Eac 
group would tend to vote against the others. The red flags of demands for 
redemption could be counted upon to serve as warnings to the banks, the Treasury, 
and the Exe tive. The problems of Congressmen in respe to efforts to halt 
profligate spending should then beeo much simpler and easier. Congressmen 
could point to falling reserve ratios, rising interest rat refusals of people to 
buy Government securities, and their preferei for gold as proof that they 
could not acquiesce in the demands of pressure groups 


Thus would Congress once more be in possession of the people’s purse in behalf 
of the p ople 

Mr. Spare. Mr. Chairman, IT also have in written form my answer 
to a question asked by Senator Payne. 

Senator Bricker. Without objection, it will be made a part of the 
record at this point. 

(The material referred to follows :) 

Are there any dangers in the way Russia may use her gold? More specifically, 
could she employ it in any m: t 

Answer: No 


In short, any country which gives up domestic nongold money or bank deposits 





that would upset the stability of gold? 


for Russian gold gains at the expense of Russia If such a country should 
permit Russia to purchase instruments of war with such currencies, that raises 
a question of the wisdom of selling such goods or services to het But t is 
a separate consideration. The fact that Russia would use gold to get other 


currencies with which to purchase goods she wants is a case of a nation employ 
ing the best purchasing power known in this world with which to get What she 
wants in goods or services 

Every non-Communist nation should welcome every sale of gold Russia makes 
but thereafter they should consider carefully what they will permit her to buy 
with their national currencies exchanged for gold. If a nation chodses not to 
sell any goods or services to her, then there is no reason for buying her gold, 
In that case trade relations with her will have been broken. But that trans 
action could not alter our gold-dollar price of an ounce of gold for the reason 
that only Congress can do that so long as we are a sovereign nation and have 
constitutional government. 

In any event, the semiofficial estimates of the Treasury indicate that Russia 
has less than 10 percent of the world’s monetary gold. There is no need to be 


concerned about anything Russia might do with whatever gold she may have 


Senator Bricker. Our next witness is Congressman Clifton Young, 
of Nevada. Good morning, Congressman Young. Do you have a 
prepared statement / 


STATEMENT OF CLIFTON YOUNG, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NEVADA 


Representative Youne. I have a prepared statement but I don’t have 
any copies, 

Mr. Chairman, I appreciate the opportunity to appear before this 
committee on behalf of the citizens of the State of Nevada. I appear 
in support of S. 13 and 8S. 2514. 
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One of the basic tenets of democracy is the right of private owner- 
ship of property. In the United States this principle is practiced in 
all but a very few instances. The most glaring infraction hes in the 
denial of the right of the individual citizen and producer to own and 
sell gold. I support the inviolable right of the gold producer to own, 
hold and sell his commodity at any time, place, and price he chooses. 
It is my understand g that only 2 of the 60 member countries of the 
United Nations do not have some kind of free gold market—the United 
States and Russia. 

‘The sale of gold in its natural state has been permitted in the United 
States for the past 7 years. Why should such a fine, nebulous line 
be drawn between sanction of the sale of natural gold and gold in a 
more advanced stage of processing / Gold is gold regardless of its 
state of process in gv, and should be so treated. 

S. 15 would restore to the gold producer his right to sell his product 
in the market place, without restriction, for the best price he can get— 
a right enjoyed by the farmer, the real-estate owner, the automobile 
manufacturer, the grain speculator. On this one issue alone—free 
enterprise, the freedom to own and sell—the enactment into law of 
S. 15 1s ‘usti ified. 

[t is a well-established fact that our gvold- mining indus try has been 
beset with rising costs and a fixed selling price for its product since 
1924. It should be noted that this industry includes hundreds of non- 
ferrous metal mines whose ores contain gold as a byproduct and must 
often rely upon the revenue from the sale of such gold to determine the 
difference between profit and Lona. Domestic production of gold de- 
creased from 6,003,105 fine ounces in 1940 to 893.961 fine ounces in 
1952. However, there was a slight increase to 1,964,676 fine ounces in 
1953. This increase was due to the fact that a greater quantity of other 
metals with which gold is associated in the ores was produced under 
Government contracts. As these contracts are terminated, and with 
the low prices for lead and zine now prevailing, domestic production of 
gold in 1954 will decline further. 

It may well be that there would be little or no premium on gold in a 
free market today since the premium abroad has all but disappeared 
in the past vear. We of the West are unwilling to accept that result 
as a probability. The most important purpose of a free market is to 
provide a testing ground for the value of gold in terms of dollars 
preparatory to returning to a gold-coin standard, and I believe that 
a free market is an essential step prior to its restoration. Gold and 
the dollar have not interchanged freely in over 20 years. How can we 
be sure that we will return to gold redemption at an equitable price 
until we have first established a sound procedure for determining what 
that price should be? My belief is that the free interplay of market 
forces upon gold and the dollar is the best method to follow. 

There are many compelling reasons w hy a return to gold redemption, 
after the free-market test, is opportune. Gold redemption protects the 
integrity of the dollar and gives to the people more power over the 
fiscal and monetary policies of their Government. But I feel that there 
is a far more important reason for returning to gold today. Since 
the conflict in Korea a new philosophy has pervaded almost every 
segment of governmental policy: We must keep this Nation strong 
economically and militarily for an indefinite period if we are to main- 
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tain our national security and ultimately win the battle over the tyr- 
anny of communism. The issue then is: A free gold market and a 
return to the gold-coin standard would aid materially in deve loping 
a stronger economy, and the machinery should be put in motion 
without delay. 

How will this create a stronger economy? Such a move will check 
the depreciation of the dollar and protect the value of savings, life 
insurance, pensions, and so forth; inspire confidence of businessmen 
and investors; provide Jeadershi ” for those countries whose curren- 
cies should be stabilized; strenethen the free world by allowing the 
natural sere of trade to find ‘great r freedom of expression. 

The alternative to a return to gold is continuation of our paper 
money standard or managed currency. Should we continue to delegate 
to a handful of Human beings our currency? Are we willing to 
admit that men who are subjected to the pressures of changing politi- 
eal philosophies can be objective enough to manage our economy in the 
best interests of the people ? I think not. A free gold market would 
place more responsibility for the future into the hands of citizens and 
would facilitate the attainment of this end. 

Some of those who oppose a free market advocate a return to gold 
redemption at $35 an ounce. It may be that this is the price at which 
we will return to gold some day. But if it is, it should be determined 
first by a free gold market. I would not want to take the chance of 
returning to gold at $35 an ounce with a consequent run on our gold 
reserves without the test of a free gold market. Such an action may 
cause a serious deflation. 

Those who oppose both the free market and a return to gold 
redemption, including our Treasury Department and Federal Reserve, 
say that gold should not be held by individuals as a store of value. 
This is a fanastie notion to be circulating in the free world today. 
Our own agencies are telling us the same thing that the Soviet 
Government tells its citizens. A most unusual paradox—the leader 
of the free world and the leader of the slave world agreeing on such 
an important issue as the denial of ownership of property. 

Some of those who oppose such a free market say that transactions 
in gold would be “trifling” and fluctuations largely influenced by 
speculators. Perhaps the committee is aware that last week London 
established a partially free gold market for the first time in 15 years, 
As to the volume of business which will be transacted in this free 
market let me read from the Wall Street Journal of March 23: 

One hour after the market opened on Monday * * * it was clear the new 
market is slated to become the major factor in world gold trade. 

Certainly this would not be a “trifling” volume, particularly 
view of the fact that the London market is still restricted. 

Other opponents say a free market would create chaos, confuse the 
pub lic, and cause a loss of confidence in the dollar. Before the British 
returned to gold in 1925 they established a free market for gold. This 
did not create chaos. At that time the free market showed that the 
pound was overvalued in terms of gold. The British chose to ignore 
this warning, going back on gold at an overvalued figure which 
eventually caused a decline in exports. But there was no chaos as a 
result of the operation of the free gold market. Would the British 
be going back to a free gold market today if they thought it would 
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mean a loss of confidence in sterling and financial chaos? Here is 
what the Journal of Commerce of March 23 states: 

Britain’s restoration of gold trading in London yesterday, plus the relaxation 
of restrictions on dealings in certain forms of blocked sterling, seemed likely 
vesterday to strengthen sterling as a world currency and bring to London an 
assured flow of gold to strengthen British reserves and world trading capacity. 

The path is clear. A free gold market and a return to gold re- 
demption would restore to Congress its constitutional right to coin 
and regulate the value of money. Such action would be in the interest 
of the man in the street since it would place the tools of democracy 
where they belong—in his hands. Let the individual citizen have 
more res ponsibility for protecting his own property and financial 
interests—the value of his life insurance, pensions, and savings. 

The passage of S. 13 and a later return to a gdid standard would 
mean a stronger America—an America that can lead the world through 
the mire ot the ideologic] struggle with communism. ] respect fully 
urge " oe and favorable consideration by your committee. 

Mr. Chairman, I should like to briefly address myself to S. 2514. 
I also rosea the enactment of this legislation. I feel one of the out- 
standing inconsistencies of our present monetary system lies in the 
fact that we still recognize the monetary status of the silver dollar to 
the same extent as did our forefathers in 1792 when the first coinage 
act was passed, and yet we permitted the market toe of silver to 
decline since 1873 far below the monetary price established 162 years 
ago and which monetary value has never been changed. 

In 1873 the Congress passed legislation which resulted in the aban- 
donment of the free coinage of silver, but did not alter the monetary 
price or the legal tender status of the silver dollar. 

Silver is the only precious money metal in which Federal Reserve 
notes and Treasury notes and silver certificates are now redeemable in 
the United States. 

Congress should, by statute, restore a gold and silver standard by 
again tying silver to gold on a produc tion-ratio basis after the true 
value of gold has first been determined through free market transac- 
tions over a period of a few years and after gold redemption has 
been restored. 

Senator Bricker. You would advocate the free market of gold to 
determine the actual price, and then after determination return to 
redeemability ¢ 

Representative Youne. That is right, sir. I believe if the price was 
rather arbitrarily set at $35 an ounce, perchance $35 an ounce would 
be the market price at the present time, but I think on the international 
market it has been somewhat higher—— 

Senator Bricker. The price on the English market is approximately 
$35. That isa limited trade. That excludes people within the Empire 
and the sterling bloc. 

Representative Youne. I feel it might be dangerous to return to 
redeemability at $35 an ounce until we had ascertained the market con- 
ditions in this country. It is my understanding that in New York 
over the past few years the m: arket price has varied from $37 to $40 
or thereabouts. 

Senator Bricker. Have you any questions, Senator Payne? 

Senator Payne. No. 
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Senator Bricker. I think it would be well to put in the record two 
articles on the subject to which you refer. They are taken from the 
Wall Street Journal. One is dated March 22 and the other is dated 
March 23. They deal with the London gold market and British cur- 
rency generally. Without objection, they will be inserted in the record 
at this point. 

(The articles referred to follow :) 


Wall Street Journal, March 22, 1954] 


FewWwerR MONEY CURES SRITAIN’S Move TO EASE CURRENCY RESTRICTIONS SEEN 
STRENGTHENING POUND STERLING AND AIDING WORLD TRADE 


By Carter Henderson, staff reporter of the Wall Street Journal 
LONDON.—Britain will take two important steps toward greater currency 
freedom this morning 

Almost all remaining restrictions will be removed on the use of pounds sterling 
for payments between countries outside the sterling and dollar areas—countries 
such as Brazil, Japan, France, Belgium, and Argentina. And the international 
gold market will reopen in London today after a 15-year shutdown—though on a 
restricted scale 

Neither of these two separate steps, announced over the weekend, will make it 
any eusier for Americans or Britons or others to change pounds sterling into 
dollars. Yet financial authorities here regard the British Government’s actions 
as moves that will help clear the way for eventual full pound-dollar convertibility. 

For one thing, the freeing of the pound sterling from some of its shackles 
is expected to bolster world confidence in sterling, thus strengthening it. Then, 
too, this removal of some of the foreign-exchange restrictions and redtape gov- 
erning the use of the pound sterling in different countries will eliminate some 
of the vast mechanical and technical complications from any eventual pound- 
dollar convertibility plunge. No one expects such a plunge to be taken before the 
end of the year at the very earliest, however. 





UNITED STATES EXPORTERS MAY SUFFER 


The removal of restrictions applying to sterling payments between the forty-odd 
countries outside the sterling and dollar areas will give new freedom and prob- 
ably new stimulation to trade among those nations. A possible byproduct of 
this: Less business for United States exporters 

Until now, sterling owned by the residents of countries outside the sterling 
and dollar areas was split into two categories—that held by residents of 18 
“transferable account’ countries such as Italy, Holland, and Russia, and that 
held by residents of “bilateral account” countries such as Brazil, France, Belgium, 
and Japan 

Sterling owners living in transferable account lands could use their pounds 
to settle current trade debts with each other. But they could not spend their 
sterling in bilateral account countries or receive sterling from these countries 
without obtaining permission from British exchange control authorities 

Sterling owners in the bilateral account lands could not even transfer pounds 
among themselves or to any other country outside the sterling area without 
permission from London; most of the sterling they earned had to be spent within 
the sterling area 


MORE FREEDOM WITH STERLING 


The new British move merges the transferable account countries and bilateral 
account countries into one. They will now be allowed to freely spend and receive 
sterling among themselves for settling current trade transactions with each other 
and for capital transactions as well. 

This action will encourage the use of the pound sterling in business transac- 
tions over a large part of the world where it could previously be used only with 
difficulty. It will do much to free trade in this large area of the globe and will 
simplify the controls and red tape problems with which importers and exporters 
in these many countries had to cope. 

By enabling them to use sterling to pay for goods they want to buy from each 
other, it may well stimulate trade among these nations outside the sterling and 
dollar areas. Brazilians may now find, to take a hypothetical example, that they 
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now can use their sterling to buy many goods in Belgium or Japan that they 
previously could not find in the sterling aera to buy with their pounds—and 
which they had been forced to obtain from the United States with their scarce 
dollars. 

Like the grant of increased freedom to the pound sterling, the reopening of the 
London gold market is designed to strengthen Britain’s currency for the day 
when it might face the test of pound-dollar convertibility. 

Anyone will be permitted to sell gold on the new London market, but strict 
limits will be placed on the people allowed to buy the yellow metal there. Those 
allowed to buy gold with pounds sterling will be residents of the United States 
and Canada holding sterling earned in authorized trade; residents of nations 
outside the sterling and dollar areas who hold sterling they bought with dollars or 
gold, or sterling earned in transactions in which they could have taken payment 
in dollars or gold if they chose; and sterling area residents with a special Bank 
of England license to use gold for importing or other trading purposes. 

Thus, though the market will be conducted in terms of pound sterling price 
quotations for gold, it will provide no additional pound-gold convertibility. 

What, then, does the British Government hope to gain by reopening this mar- 
ket on such a restricted scale? 

London was the world’s biggest gold market before World War II, and the 
British hope to restore their capital to that position—and to reap the extra gold 
and dollar earnings that would necessarily result from such a development. 


MARKET CLOSED BY WAR 


With the outbreak of World War II, the London gold market was closed and 
the Bank of England became the sole buyer and seller of gold in Britain. 
Since the end of the war, free markets in gold have sprung up in Paris, Tangier 
and many other major cities, where trading has been conducted mainly in dollars. 

Now Britain hopes to enable many traders who previously dealt in dollars 
at those markets to buy and sell their gold for sterling. Britain especially 
hopes to attract a substantial part of the British Commonwealth’s gold output 
to the London market. The Commonwealth, notably South Africa, has been 
producing 60 percent of the free world’s gold. 

If much of the Commonwealth's gold is sold to foreign buyers through London, 
Britain’s foreign currency earnings would be boosted by such fees as the com- 
missions London brokers receive for handling gold, freight and insurance 
charges on gold shipment to and from London, and an increase in gold refining 
done here. 

Such earnings would help to bolster confidence in the pound sterling and also 
the foreign currency reserve backing the pound. As such, they would help 
any future dollar-pound convertibility move. The British have indicated, how- 
ever, that there are certain other conditions they would like to see fulfilled 
before attempting convertibility. 

One is a multi-billion-dollar loan or standby fund from the United States and 
Canada to the pound, if necessary, during the launching of convertibility. The 
British also would like assurances of lower United States tariffs, to help them 
earn more dollars in the American market. 

It is considered almost certain that Britain will not make even a partial move 
toward pound-dollar convertibility before the annual meeting of the International 
Monetary Fund in September, when the United States attitude toward these 
requested contributions should be clearer. 

In announcing the relaxation of exchange controls, the British Government 
said the only nations outside the sterling and dollars areas excepted from the 
new setup would be Iran, Turkey and Hungary, and the increased currency 
freedom may only be withheld from them temporarily. 


{Wall Street Journal, March 23, 1954] 


Lonvon Gop MARKET REOPENS FoR TRADING AFTER 15-YEAR LAPSE—First Day’s 
TRADING CALLED LARGER THAN FREE MARKET TRANSACTIONS IN EUROPE 


By Frank Linge, Staff Reporter of the Wall Street Journal 


Lonpon.—Six men, clad in the black coats and striped trousers that are the 
uniforms of British financiers, walked into the famed house of Rothschild & Sons 
yesterday morning and began buying and selling gold for the first time in 15 
years. 
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It was the reopening of London’s bullion market, the latest bid by Britain to 
regain for the pound sterling its prewar eminence in world finance. Since 1939 
the London gold market, once the world’s biggest has been closed and all deal- 
ings in the metal have been handled by the Bank of England. 

Within 10 minutes the 6 traders fixed a price for gold’s first trading day: 248 
shillings and 6 pence an ounce, about 1 shilling, 6 pence (21 cents) under the 
United States official price. Freight charges impose a discount on gold values 
between the United States and other parts of the world. 


DEALINGS “LARGE” 


An hour later it was clear the new market is slated to become a major factor 
in world gold trading. Details on the volume of business are being kept secret 
but one well-informed member of a bullion house here said: 

“The first day’s dealings were appreciably larger than the transactions on 
continental Europe’s free gold markets.” 

The five firms that joined Rothschild & Co. in the resumed bullion market 
were Johnson Matthey & Co., Ltd., refiners; Samuel Montague & Co., Ltd., 
bankers; Mocatta & Goldsmith, bullion brokers; Pixley & Abell, bullion brokers; 
and Sharps & Wilkins, bullion brokers. 

The size of first dealings on the new market was somewhat surprising to 
bullion experts here in view of the fact that gold trading is still tightly 
restricted. Except by special government license no banks or individuals inside 
the British sterling area are permitted to buy the metal with their sterling. 
Other purchasers are completely confined to residents of the United States or 
Canada holding sterling earned in authorized trade and to residents of nations 
outside the sterling and dollar area who hold sterling bought with dollars or 
gold, or who hold sterling earned in transactions in which they could have 
taken payment in dollars or gold if they chose. Anybody, whether in or outside 
the sterling area, can sell gold. 

Thus the new market for gold provides no measure of convertibility of pounds 
into gold or dollars that didn’t already exist. Britain, however, expects profits 
to flow in from gold brokers’ commissions, freight and insurance fees, and a 
boost in the volume of gold refining performed in Britain. 


SOUTH AFRICA TO SELL MORE GOLD IN LONDON 


One immediate reaction that provided good news here was the announcement 
in South Africa that that big gold producer would start selling more of its 
output through the new London market. In the past a small but important part 
of South Africa’s production was sold by mines in the Paris market and elsewhere 
for a premium over official government prices. 

Simultaneous with the resumed gold trading here, Britain put into effect an 
important new relaxation of restrictions on the use of sterling in transactions 
between nations outside the sterling and dollar areas. This is expected to 
increase the use of pounds in world trade and to boost the pound’s value as a 
result. The first days’ trading under the new system on the foreign exchange 
market here provided no clear clue as to the effects on the pound’s value. There 
was a very heavy volume of inquiries and in early dealings sterling strengthened 
considerably in relation to Continental currencies but finished the day with rates 
almost unchanged. In relation to United States dollars, however, the pound 
sterling improved slightly to $2.81%\, compared with the previous close of $2.8144. 


Senator Bricker. Thank you very much, Congressman Young. 
The next witness will be Mr. Ray Wiser of California. Mr. Wiser, 
do you wish to read your prepared statement or shall we put that in 
the record and have you summarize it # 


STATEMENT OF RAY B. WISER, GRIDLEY, CALIF. 


Mr. Wiser. I would like to read the major portion of the prepared 
statement. I think it will save time. 

Senator Bricker. You may proceed. 

Mr. Wiser. Mr. Chairman and gentlemen of the committee: 

1 appreciate very much the privilege and opportunity granted me 
to present to your very important committee some salient phases ofa 
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most important subject—one which permeates the e ntire fabric of our 
economic life. 

For purposes of the record. may I cite some of my background 
highlights: 

I ama farmer. I produce prunes, canning peaches, walnuts, and 
field crops. — Many of these crops were formerly substantial factors 
in America’s export trade. For 25 years, I was a member of the 
board of directors of the California Farm Bureau Federation, an or- 
ganization of 65,000 farm families; and for 14 years I was President 
of this farm group. I have served on the resolutions committee of the 
American Farm Bureau Federation, participating in the formulation 
of its national policies. 

I am a member of the board of directors of the California Canning 
Peach Association, and chairman of its sales committee. I belong to 
the California Prune and Apricot Growers Association, the California 
Walnut Growers Association, and have been a member of the Cali- 
fornia Almond Growers Association. 

Among my many extracurricular activities, I have served as a 
member of the agricultural committees of the San Francisco and Los 
Angeles Chambers of Commerce. I am currently chairman of the 
produce market committee of the San Francisco Chamber. For 2 
years, I was president of the Commonwealth Club of California, and 
am currently a member of its board of governors. In one way or an- 
other, officially and in an advisory capacity, I have given freely of 
my time and energy to many worthwhile and constructive public causes 
represented by thorough ly accredited agencies and organizations. In 
one way or another, officially and in an advisory capacity, I have been 
closely associated and identified with agricultural development and 
progress in California, in the Western States, and nationally. 

Today, I appear before you as an advocate of a sound money policy, 
the establishment of which is long overdue and vit: ally needed to sta- 
bilize our domestic economy and improve our foreign trade and 
commerce, 

I know that this eminent committee wants to do everything in its 
legislative power to strengthen our capitalistic economy, the envy of 
the rest of the world; to enhance our free enterprise system and the 
opportunities it affords for the steady growth of American agricul- 
ture and American industry; and to preserve for our Nation the inter- 
national leadership she now e njoys. 

I also know that this committee is conversant with the relationship 
which exists between a sound money policy and the developments 
which would follow in its footsteps. I anticipate, therefore, that the 
facts I am presenting will coincide with the committee’s own desires 
and observations of the problem. 

A sound money policy affects all phases of our economic life. The 
converse is likewise true. Whatever the Nation’s money policy is, it is 
closely related to production on the farm, in the mine, and in the 
factory: to agricultural and industrial sales, at home and abroad: to 
commodity prices; to the behavior of the stock market; to invest- 
ments; to interest rates and their influence on business expansion or 
contraction; to the market price and value of Government bonds; to 
exports and imports; to employment and unemployment; to living 
standards; to the entire Nation’s economic health, in all of its ramifiea- 
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tions; and to our country’s politically organic future, in its broade 
sehse. 

In other words, if the money policy underneath our economy is 
sound, it will maintain an ever-increasing service structure above it. 


If the money poli cy underneath our economy is not sound, the strue- 
ture above it Is 1n jeopardy. And that is one condition this Nation 
cannot afford, for reasons which are too obvious. As everyone knows, 
we have enemies within as well as outside our gates. 

Now, what do I mean by the phrase, “a sound money policy 79 


What are some of the factors which subscribe to an unsound money 
policy ¢ 

Let us analyze them. Let us illustrate what they do to us—what 
they have done to us. 

If we can agree that the factors of an unsound mone V policy are 
damaging to the Nation’s economic health, and retardant to the Na 
tion’s normal growth and expansion, then it should be comparatively 
simp le and easy to ap ply remedial cures, some of which are be fore 
you in the form of legislative measures. 

One might liken this committee to a group of expert physicians, 
diagnosing the case before it, determining the cause of the ailment, 
and prescribing the curative remedy. 

Historical experience in the field of monetary economics reflects 
these patent and axiomatic facts: 

1. A sound money policy should be neither tight or hard, nor soft 

liberal. It should not fluctuate from one extreme to the other. 
It should not represent what is commonly known as hard money. Nor 
should it represent what is commonly known as soft money. A sound 
money policy should be stable. It should be geared to a definite 
medium of exchange, completely free from all managed controls, 
rationing, restrictions of its free usage, and various other govern- 
mental prohibitions and inhibitions, whether by decree or otherwise. 

2. A sound money policy should define the character of the stand- 
ard upon which it is based, which in our case, of course, is gold; and 
it should ultimately establish the American paper dollar in terms of 
a full-convertible gold basis. A sound money policy should establish 
gol 1 as the common denominator for dete rmining an exchange ratio. 
This gold, this medium of exchange, should have an actual value that 
reflects truly current wage and commodity price levels. 

Theoretical values are not sufficient. Our stockpile of gold 
should be the basis of the issuance of our paper money; our credit; 
the size of our national debt: governmental budgets: governmental 
spending; the volume of money in circulation; the character of our 
interest rates—all on a completely free basis; that is, not subject to 
Sean in one direction or another. 

. The convertibility of our own gold and its freedom from a gov- 
ernmentally managed currency should ultimate ly extend to the Eng- 
lish pound sterling, the German mark, the French franc, and to the 
currencies of all of our allies in the fight for economic and political 
freedom; in the fight against totalitarianism. 

A colossal program! ‘To be sure. An impossible program? Not 
at all. A visionary program? Why? Have we ever shrunk from 
the hard task, the difficult job, the stupendous undertaking? No; 
America fears nothing so long as America knows she is right. 
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Permit me to interject, at this point, the thinking of an eminent 
foreign economist, to demonstrate that the viewpoint I have expressed 
is not ours alone but is conclusively endorsed by one of our strongest 
allies. Last November, Dr. Ludwig Erhard, Federal Minister of 
Economics in the new Germany, addressed the internationally known 
Commonwealth Club of California on the topic of greater and greater 
cooperation between his country and the United States—cooperation 
mutually beneficial to us and to the Germans; cooperation immeasur- 
ably helpful in the battle against communism. Here are some excerpts 
from his brilliant address: 





During my stay in this country, I have talked convertibility to many of your 
leading citizens, but this certainly does not mean that I would contemplate any 
one-sided step in this direction by Germany alone. I just wanted to explore 
the attitude of the United States in this matter, as to be able to assess the 
chances of future developments. When I speak of convertibility on the widest 
possible basis, I mean to say that as a minimum, this exercise should include 
the dollar, the pound sterling, and the currencies of those European countries 
already participating in the coal and steel and defense communities. 

It seems to me we should have convertibility first and then freedom of trade 
would result and be enforced by the natural operation of this system. If we 
have convertibility, freedom will break through by its own force. The United 
States should have a vital interest in convertibility, as the only item still ra- 
tioned and discriminated against, throughout the free world, is the United 
States dollar. Free convertibility, including the dollar, would throw markets 
open to the United States. Germany has no intention to bust the European 
payments plan. We will not release the sparrow in our hand—the EPU—until 
we have caught the pigeon on the roof—convertibility. 

I am one of the most ardent advocates of free convertibility on a worldwide 
basis as I feel that only this will lead to true cooperation without distrust and 
crudge between the countries concerned. We have now had foreign exchange 
control for some 20 years, and no country can feel sure that its rate of exchange 
is realistic. Thus, we apply false measures to our exchange of goods and 
services. The Bible says, “False weights and measures are a horror in the 
eyes of the Lord,” but that is precisely what we have. 


T have a copy available of the entire presentation, Mr. Chairman, if 
you should desire it for the record. 

Senator Bricker. Without objection, we will make that a part of 
the record. It is something we might well consider. 

(The material referred to follows:) 


Mr. Chairman, gentlemen, Germany has just discovered her love for California. 
I am very happv to have this opportunity to come here after the visit of our 
Chancellor and to tell you a thing or two about the German reconstruction and 
the economic and political formation of Europe. I have been told before 
that to know Washington and New York does not mean knowing the United 
States. 

If I give you some idea about the German economic situation in 1948, I do 
not mean to complain of our fate but to tell you about the circumstances in 
which our rehabilitation started. 

The situation was this: After the war and the collapse of Germany, the 
country was split up into two parts, our productive capacity was smashed and 
10 million refugees crowded overnight into the already overcrowded territory 
which is now the Federal Republic of Germany. They were without property 
and tools and means of production, and the entire nation ‘ven* hungry and 
without consumer goods. In this situation, I started a new economic policy 
which meant a full turn from total regimentation to a free economy. At that 
time, it appeared as if economic controls, rationing and price control would 
have to go on forever, and all experts and quite a portion of the population 
felt we could not take the risk to abolish economic and price controls and to 
establish economic freedom. Statisticians and market researchers had calculated 
that every German citizen would be able to buy a plate once in 5 years, a dish 
once in 20 years, a suit once in 90 years, a pair of shoes once in 20 years, that 
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only every fifth baby would have diapers and only every third deceased could 
be buried in a coffin. It indeed looked as if this could be our only chance. 
But 1 took the risk, and on the 20th of June 1948, when you could not buy 


a button or a pin, tossed the system of economic controls overboard. We 


* are 
now able to state quite objectively that it was a success. The first step was the 
currency reform which was rather tough on the population as all money and 


i i 

capital was reduced to 5 percent of its nominal value. We then had to see to it 
that the currency remained stable and provided the proper basis for a system 
of a free market and free prices. At the same time the Marshall aid started, 
and this generous help gave us hope again. However grateful we were for the 
tangible aid extended to us, we were even more grateful for the moral support 
it meant, so we could feel again we were not given up altogether, but had a fair 
chance to come back into the free world. 





Now, this change toward an economic system which was oriented by the 
natural forces of the market, required a sound financial and economic policy, 
and a making up oi our minds to hay a balan budget and a money credit 
and finance policy which would be consistent with the principles of a free 


market. 

Let me give some figures of our development over these 5 years. In 1948 the 
German production was only 40 percent of what it had been in 1926; now it is 
L7O pereent. Three million jobs had been created to overcome the danger of 
nnemployment and to give refugees a chance to earn their own bread and buti 
In 1948 the German export was next to nothing, and foreign competitors had 
moved into our previous markets. Our export was worth 2 billion deutschemarks 
and we had a foreign trade deticit of 4 to 5 billion deutschemarks. Now, our 
export represents a value of more than 17 billion deutschemarks, our balance of 
payments is active, our Cumulative surplus within the European Payment Union 
is over $700 million, and we have become the greatest creditor nation in E irop 

I do not tell you this to praise what has been done. It seemed to me that 
this policy could be pursued only in a country which was so down that every- 
body felt something had to be done. Also, it would seem to contain some useful 
hints in the international endeavors to explore and establish principles of an eco- 
nomic order. The German experience has shown what possibilities economic 
freedom offers for an increase of productivity, wealth, and standard of living. 
There has been much talk in the world of the “German miracle.” I certainly re 
ject this term if it is understood in a mystical sense. The only thing that is won 
derful about it is the success that can be achieved by a system of economic 
freedom. 

Talking of Europe, the situation seems t 


) Countries must realiz? that 
no nation can shape its own fate and that 


‘ope by itself. The national 





boundaries are too narrow to permit the fullest development of productive forces 
and a maximum benefit of division of labor. It is time to combine our efforts 
and to establish the common market for the benefit of all. From the political 
viewpoint, the same necessity arises. In the present danger in which the free 


world is threatened, only cooperation and the will to have a common defense will 
protect our lives and those of our children. This is realized in Germany, and 
we will do our very best to reach a true European cooperation 

Some promising starts have already been made: The Coal and Steel Com 
nunity, the envisaged European Defense Community and efforts to reach a 
European Political Community. It has by now become quite evident that only 
the formation of Europe along these lines can safeguard the European future. 

From the point of view of the United States, Europe and its economies would 
appear rather backward. Trying to catch up seems to me to be not really a 
question of financial aid, but rather the will of all governments to get out of 
this state of primitivity and poverty. We in Germany have gathered firsthand 
experience of the relationship between the standard of living and the danger 
of Communist infiltration. There was some danger, in 1945-48, but aith each 
economic progress the Communist influence declined and the last Federal elec- 
tions have shown that we have now become immune against this poison. In 
fact, the Communist Party was not able to secure even one seat in the German 
Federal Parliament. 

Let me give you some more figures to illustrate the problem of economie 
cooperation between the United States and Europe. The countries participating 
in the Coal and Steel Community and in the European Defense Community 
France, Italy, the Benelux countries and Germany—have together a population 
which is 6 percent higher than that of the United States. Twelve percent more 
people are gainfully employed than in the United States, and yet the gross 








74 GOLD RESERVE ACT AMENDMENTS 


national product of this bloe of countries is only 29 percent of that of your 
country. It seems to me that to realize this, means goodby to sound sleep and 
the vivid impulse to get this old split and divided Europe out of this tragic 
situation 

Some pregress has nevertheless been made since the war. Thanks to the 
European Payments Union, we were able to overcome bilateralism and to place 
our settlements on a multilateral basis. But it seems to me that we have now 
reached a point where the EPU is no longer able to achieve further progress 
and to obtain convertibility of currencies threuch a higher decree of liberalizotion. 

It is perhaps known to you that I am one of the most ardent advocates of free 
convertibility on a worldwide basis as I feel that only this will lead to a true 
cooreration without distrust and grudge between the countries concerned. 

We have now had foreign exchange controls for some 20 years, and no country 
can feel sure that its rate of exchange is realistic. Thus, we apply false 
measures to our exchange of goods and services. The Bible says “false weights 
and measures are a horror in the eyes of the Lord,” but that is precisely what 
we have 

\{ settlement system which would be confined only to Europe would be fortu- 
nate as Europe is only a limited territory. Also it involves the danger of 
drifting into isolation. I have therefore been happy to find out during my 
stay bere that the principle of earning and saving dollars which may have 
been the right thing some years ago, is being overcome and the United States 
would like to have more freedom in its export trade—which also means more 
freelom in the import trade—and to have closer economic relations with other 
parts of the free world. I would not want to be misunderstood: I have talked 
convertibility with many leacing persons in this country during my stay, but 
this certainly does not mean that I would contemplate any one-sided step in 
this direction by Germany alone. I have not come to represent any German 
wishes or demands, or to teach anv United States-German agreement. I just 
wanted to explore the attitude of the United States in this matter, so as to be 
able to assess the chances of future developments. When I speak of converti- 
bility on the widest possible basis, I mean to say that as a minimum, this exer- 
cise should include the dollars, the pound sterling, and the currencies of those 
European countries already participating in the Coal and Steel and Defense 
Communities. These should provide the core. 

It would be a good thing if we would now all do what Germany did in 1948: 
Prop controls and have a free system. Many people to whom I talked admit 
“in principle” that it is a fine idea, but in action, they feel they cannot do 
anything for several reasons. These people are not going to help us any, what 
we need is not agreement “in principle” but consistent action. 

It was thought in the EPU that an ever-increasing rate of liberalization would 
automatically lead to convertibility. I do not think it will. It seems to me 
we sheu'd have convert'b lity first and then freedom of trade would result and 
he enforced by the natural operation of this system. This would be a good deal 
better than some unfortunate institution whose task it would be to hand down 
orders to the various European countries and to tell them what to do and what 
not to do to get a European order going. If we have convertibility, freedom 
will break through by its own force. 

I would net want to worry my Enropean friends: Germany has no intention 
to bust the EPU. We will not release the sparrow in our hand—the EPU~ 
until we have caught the pigeon on the roof—convertibility. 

If I plead for the abolition of protectionism in Europe I do not mean to say 
that there is nothing like it in the United States. The United States should 
have a vital interest in convertibility as the only item still rationed and dis- 
criminated against throughout the free world is the United States dollar. Free 
convertibility including the dollar would throw markets open to the United States. 

Now, that the United States is faced with the important issue of its future 
tariff and trade policy, it would seem important to consider what effect a European 
common market with higher productivity, wealth, standard of living, and wages 
might do. If our standards come somewhat closer to those of the United States— 
and with a'l admiration for your great efficiency, I think it can be done—then your 
fears that Exropean imnorts produced at low wage rates might disturb your inter- 
nal market shonld be allayed. After all, our low wages do not mean dumping but 
are rather a natural effect of our lower efficiency. 

The final conclusion is, Europe must get together, not only for economic but 
also for political reasons. I am thinking now of the European defense efforts 
which must be made and which should not interfere with our economic order 











GOLD RESERVE ACT AMENDMENTS io 


and our chance to lead a dignified life. We will do our best to make our contribu 
tion without resorting to austerity, sacrifices, tightening of belt, and whatever 
those terms may be. Our economies have still so many reserves, and there are 
so great possibilities ahead if we only cooperate that I am confident we will 
be able to bear the burden of defense and still continue striving for economic and 
social improvement. To my mind, austerity is not a virtue and certainly not 
an economic program, but a necessary evil at best which ought 

My watch just tells me that my speaking time is over. So in conclusion let 
me just tell you this: I have come to the United States in order to breathe again 
the free and fresh air of your country which I too need to live In the last 6 
months there has been a good deal of talk in Europe about the possibility of 
adverse cyclical business trends in the States and their possible effects on your 
country. There was a danger of paralyzation spreading over Europe from doubt 
in the future economic situation in the United States. [ have never doubted the 
Ways your country would go. I cannot imagine that it will surrender to un- 
favorable trends. It would not be in line with the economic policies of the United 
States, and also I cannot imagine that a new administration would like to begin 
its terms of office with an economic depression. So I have been very happy to be 
contirmed in my belief that there will be no changes and that the United States 
will continue on its way of economic progress and expansion and creation of 
more wealth. I have been buoyed up myself and have been confirmed in my 
courage to do my best the German economy may come as close as it can to your 
own achievements. This cannot be done overnight. But it seems that we are 
traveling on the same way which is the right way and will lead our countries to 
a peace.ul and happy existence in the free world. 








to be overcome 


Mr. Wiser. Before we can plan convertibility on a worldwide basis, 
we must do some important things at home. One of these tasks is to 
remove the terrific handicap, which was placed upon us in 1933, when 
the United States went off a gold standard and it became a crime for 
an American citizen to own gold or a gold cert ificate. We have to re- 
pair the damage which resulted to our national economy from this 
fallacious monetary step. 

The quickest, most expeditious, and soundest Way to recover from 
the 20-year-old mistake would be for Congress to enact, and the 
President to sign. Senate bill No. 13. now pending before your com 
mittee, or a measure similar to it. 

This committee is familiar with the simple and clear language of 
Senate bill No. 13 by Senator McCarran. The measure removes many 
restrictions, impositions, and inhibitions, both upon gold mined in the 
United States and gold imported into the United States, declaring 
that such gold may be bought, held, sold, or traded upon the open 
market of the United States, and, in the case of imported gold, re 
exported. In other words, Senate bill No. 13 would stamp all 20 d 
with the label of freedom. 

E:onomic freedom is just as significant as political freedom. In 
fact, one supplements the other. Actually, you cannot have political 
freedom without all of the other freedoms attached to it, economic. 
religious, and so forth. Many years ago, one of our most. brilliant 
statesmen said that the best government is the one which governs least 
Conversely, the most objectionable government is the one which gov 
erns most; the government which is the master, not the servant of 
the people. I do not believe it is necessary to elaborate further on this 
thesis. I am sure we all agree. 

Let us now implement our thesis with a few illustrative examples 
of the effects of an unsound monetary policy upon our economy and 
particularly its agricultural sector; of the danger we face from the 
continuance of a policy which has already wrought serious damage 
to our nation and its agricultural and industrial productive plant. 
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\s fair-minded and unbiased analysts, we cannot blame all of our 
economic ills and troubles upon an unsound monetary policy. Nat- 
urally, there are many contributing factors, such as the destruction 
brought on by World War II and its aftermath of economic vacuum, 
the con mpar ible damage resulting from the Korean conflict, and the 
worldwide disturbances deliberately instigated by the Kremlin. But, 
let 1 not minimize the effect which our current monetary policy 
has added to these economic upheavals. Here are some facts which 


Oo 
t 
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we cannot ignore: 
1. American agriculture has lost much of its former export mar- 
ket—a sales outlet of inestimable importance to our farm people— 
factor which determines whether American agriculture will have 
to shrink its output or be squeezed again through the economic 


wringer. 

2. American industry faces the threat of the unemployment specter, 
of gainfully employed, and the fertile soil whic h 
unen ployme nt always offers for planting the seeds of Communist 

acles and rainbows which promise everything but never mate- 
rialize in anything except economic and political shi avery. 


; : ’ 
despite the numbe 
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Our current 160 million popul: tion. Increa sing rapidly, vainly 
tries to satisfy its consumptive needs with a dollar which ‘has only 
about half of its prewar purchasing power. 

t. Some of our most IMiportant natural resources, both for peace 


ind defense, lie dormant, awaiting a more suitable and favorable 
monetary atmosphere, 

Our national we already at a staggering high because it is 

lon paper or pri ted dollars, either must be increased or 
seve rnment must shia ‘e its expenditures drastically. 

Our financial structure is constantly imperiled by wide fluctua 
tans in the supply of “artificial” money; by drastic changes in credit 
and credit regulations; by corresponding extremes in interest rates 
by losses resulting from unnecessary liquidation of Government 
bonds at rene ‘ial prices; by resort to various types of subsidies as 
an ineffectual and costly substitute for the law of supply and de- 
mand; by a conflicting welter of plans and programs for agriculture, 
producing only confusion and disagreement; by fear of inflation, de- 
(lation, recession, depression; by fear of the cyclical “bust” following 
the wartime boom. 

If you will observe, attached is exhibit No. 1. I want to refer 
to it at this time. It is at the back of the treaties. We have headed 

“Needed: A Sound Money Poli Vy. * In this we have charted the 
effect. of the contributing factors of the operations of the Federal 
Reserve and Treasury in the past year in relation to establishment 
of interest rates on a liberalizing or contracting credit. 

The top chart—which you will note is taken from Moodys—is 
shown the market prices of United States Government bonds begin- 
ning with November of 1952 and then carrying through until M: arch 
of 1954. I refer to that because it indicates the widest swing in the 
market value of Government bonds for some years. 

Below that we have indicated from the Treasury Department’s 
report the interest rates which are paid on United States Govern- 
ment bonds so that we can see the reflection that market prices have 
had likewise in the matter of interest rates. Here again we have 
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found a material fluctuation under the past year’s policy. We will 
discuss that just a little later. 

Likewise, am indicating here a copy of a report of one of the — 
Ll am sure if the committee desired we could furnish the committ 
a large number of ann mal bank statements, which I think is of ex- 
treme importance in relation to this question that is before us, indi- 
eating the losses that have taken pls wee on securities sold as reflected 
from this first chart. “This particular bank, for example, in 1952 
showed no losses. Out of a total of $110 million of investments it 
has approximately $82 million of them in Government bonds. Its 
investment loss this last year was $1,292,000 plus. We would like 
to submit that to you for your observation. We only make that 


one 





those bank people do not know we are submitting it—but we 
could submit it from many banks throughout the country. 

Secondly, we would like to submit to the committee, and this may 
appear somewhat on the lighter side, a piece of campaign literature 
which was used in the campaign for President Eisenhower and — 
President Nixon last fall throughout the Western States. It grapl 
ically indicates the factor ot tl c change in the value of the dolla Yr. 
We would like to submit it to you because it indicates in a graphic 
form what the situation is. This was used widely throughor t the 
West. in the campaign last fall. It is entitled, “Laugh This Off.” It 
tears a dollar bill in two and shows the depreciation to a 50-cent piece 
and then established to a gold basis for reestablishment of value. 

The establishment of a sound monetary policy would not eliminate 
ill economie uncertaintie : woul not solve all these prob lems: woul 
not cure all these ills, but it would help tremendously in creating a 
degree of stability which would I’ flect itself in all sectors ot our 
domestic economy and translate itself beneficially to the international 
scene, ‘ 

As a producer of prunes, I am interested in selling at a fair profit 
all of my output of this commodity. So is every prune producer 
wha rly, we exported 40 percent of our prune production to Ger- 

any . balancin @ 60 percent of our crop against domestic needs. We 
sami do this now because we lack a sound convertibility program. 

And that relation, I wish to submit to the committee a copy of the 
Prune Program News in which they state as follows: 


| 


The committee is convinced that without Government export subsidy 
ance, the salvation of the prune industry in years of relatively high p luction 
is to have trade relations with European countries that will allow direct dollar 
purchases of prunes instead of the back-door bartered deals that require 
several countries into the picture in order to accomplish the necessary currency 
conversion For that reason the committee is collaborating with the California 
Prune Advisory Board in trying to develop an export development prograt 
that would open the European markets on a sound, healthy basis to Calif 
prunes. 


bringing 


orhla 


We could submit similar exhibits in relation to peaches and others, 
but that pretty well reflects the general situation of all the commodities, 

As a producer of canning peaches, I am interested in selling all of 
my peach crop at a fair profit. So is every peach grower. Prior to 
World War II, England was a strong customer for California canning 
peaches. We used to export as much as 214 million cases to Great 
Britain at that time. Since then, England has maintained an embargo 
against American fruits because of currency controls. 
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Just this spring, we had developed a program, in cooperation with 
the United States Foreign Operations Administration and the British 
Government for exporting 1 million cases of canning peaches to 
England. The program called for the United States Government to 
pay our growers in dollars, with the British Government transferring 
an equivalent in pounds sterling to the credit of the United States in 
British banks for use for American expenditures in Britain. Finally, 


the program simmered down to less .than 500,000 cases because of 
currency control. We hope this minimum export tonnage will not be 
depre ciated further. 

Lack of a sound money policy has most certainly contributed to an 
annual export loss of 4 million bales of cotton, hundreds of millions of 
bushels of wheat and corresponding export declines in many other 
American agricultural products, vitally needed abroad. But that is 
notall. “Trade—Not Aid,” is just as essential to the welfare of Amer- 
ican agriculture; and a sound monetary policy would help in sub- 
stitutin ng trade for give-away aid. Our current export-import picture 
is one of decreasing exports and increasing imports. This committee 
is fully aware of the serious consequences of this situation. 

Some time ago I wrote a letter to Secretary Benson in which this 
was pointed out in detail. I am not requoting it in this document 
before you today, but I have copies of this letter to Secretary Benson 


which we would like to offer as an exhibit. 
Senator Bricker. We will make it a part of the record at this point, 


without objection. 
(The letter referred to follows :) 
AprIL 20, 1953. 


Hon. Ezra T. BENSON, 
Secretary of tariculture, 
United States Department of Agriculture, 
Washington, D. 

Dear SECRETARY BENSON: The farmers of America can congratulate them- 
elves on the fine manner in which you have begun the reorganization and 
administration of the Department of Agriculture. 

They also find renewed hope in your sincere devotion to their problems and 
your determination to solve those problems in the soundest American traditions. 

I am taking the liberty of submitting to you an analysis of what many of us 
consider one of the most paramount issues affecting American agriculture—the 
issue of farm surpluses—to which you are already giving most serious 
consideration. 

I would appreciate your examination of the suggestions I am submitting to 
you for attacking the problem of agricultural surpluses through the substitution 
of competitive trade for subsidized aid 

Is *“Yrade—Not Aid” to be merely an idealistic slogan or a workable reality? 
This is one of the paramount issues of the day. Its implementation or lack of 
it will affect the entire world. 

When Chancellor of the Exchequer Butler originated this phrase, I am certain 
he was moved primarily by the problems facing Great Britain. Now, however, 
irae Not Aid” appears to be the accepted viewpoint of most of the European 
and some of the other nations of the world. It has likewise taken deep root 
in the United States. 

One of the major—if not the most important—barriers to trade, both at home 
and abroad, is the restricted convertibility of currencies and the inequality in 
their values when exchanged for goods. We need many foreign goods. The 
other netions need many of our goods and services. Naturally, our major in- 
terest at this time is in the direction of obtaining markets for our surplus agri- 
cu.iur: ries We view with alarm our shrinking foreign markets at a 
time when they should be expanding. 

At a time when our foreign iriends need vitally our farm products, they strive 
instead to obtain dollars and gold. According to the Federal Reserve Board, 
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these nations now have about 11% billions in gold and about $9'% billions in 
dollars. 

These dollars have been obtained to a large degree through “aid,” not through 
“trade.” ‘To stimulate “trade, not aid’ we must create a situation whereby 
these nations will desire the products of American agriculture and American 
industry more than they do American dollars. To bring such a situation into 
fruition, we need accept their goods in exchange. 

Except for the agricultural sector, our national economy shows little weak- 
ness. Virtually every factor is favorable for the maintenance of stable farm 
prices except the threat of oversupply or lack of markets, depending on one’s 
viewpoint. To the individual farmer, the hazard is the same. 


Legislation is available for controlling surpluses through use of marketing 





quotas, acreage allotments, marketing agreements, and similar devices. I am 
certain, however, that the American farmer wants the benefit of both volume and 
price, if at all possible. He is anxious to produce as much as he can; and to get a 
fair price for all that he produces. That is his prerogative under our free- 
enterprise economy I am equally certain that the American farmer prefers e) 
panded markets to production controls; and will use the latter only if he fails 
to obtain the forme) 

If the “cold war” should end, we would be placed in even a more d 
tion than we are now In all probability, more overseas buying would | 
from us to China and Russia 

Various nations, whose markets we need, fear 

(1) A recession in the United States which would cut off our flow of 

dollars for import 
(2) Higher tariffs: 

5) Greater competition from other countries in the American markets 





(4) Import and export controls: 

(5) Drain on their reserves; 

(6) Vossibility of extension or expansion of war; 
(7) Drastic cuts in foreign aid; 
(8) Lack of equality in convertibility of currency 

Foreign nations, particularly those devoted primarily to manufacturing, benefit 
when prices of American farm products drop These products are purchased 
with dollars. It is obvious that no voluntary assistance can be expected from 
those nations looking toward a farm price maintenance program through our 
expanded foreign markets 

May I repeat, therefore, that we need to create a condition under which other 
nations will desire our products more than they do gold or dollars. This can 
and must be done if we are to avoid another major recession in the United States. 

Such remedial action would not only be beneficial to farm people but to the 
entire American economy as well \ major drop in farm prices means an 
economic loss for the entire Nation. This has been proven time and again. 
Moreover, lower farm prices have not, in themselves, been a cure for oversupply. 
Individual farmers feel the need of increasing their volume of production to 
offset lower unit prices. Thus, the vicious cycle of more and more production 
and lower and lower prices is set into motion. 

Our entire economy, including all production and services, all incomes and 
prices, all wages and returns, all expenditures and costs, have gone through 
an inflationary spiral and had reached an all-time high. Our private and 
governmental obligations demand the maintenance of a high-level income. This 
has produced a dollar with a purchasing power of only 42 cents, based on the 
1935 level, or 52 cents, based on the 1939 level. 

This means that foreign buyers get less farm products or other goods from 
us for their gold or dollars than they have obtained in the past. In fact, they 
can obtain more goods, for the same gold or dollars, in most other countries 
at this very time. Why should they not buy elsewhere if they can obtain more? 

The key to the question of “trade, not aid” lies in monetary systems. Gold 
is the only commodity in the United States that has not heen permitted to 
increase in value Gold no longer sets the price of the dollar. Instead, the 
dollar establishes the value of gold The other nations, therefore. strive to 
get both gold and dollars rather than our farm and industrial products 

Honest dollars or true dollar values must and should be based on a “free” 
and realistic gold price. Today’s dollars cannot he related to gold or to the 
expansion of foreign trade until the price of gold is permitted to increase in 
terms of the value of other commodities 
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The current official price of gold is merely a formula but the basis for such a 
formula was destroyed long ago, so that it is now meaningless. There must 
be a modern formula and/or the reestablishment of the inherent and constitu- 
tional right for all to buy, to sell, to hold, to demand gold exactly as any other 
commodity, if they so desire. 

The phrase “as good as gold” must actually mean what it implies if we are 
to reestablish our foreign trade and stabilize our entire domestic economy. 

In a free market, such as we advocate, the people accumulate for their 
protection, reserves of valuable goods, property, and so forth, including gold 
reserves, rather than depend primarily for their security on the programs of 
ever-changing governments. This makes for economic stability. It makes for 
economy in Government. It stabilizes living costs. Under such a system, all 
goods must be produced and priced so that they are preferred to gold. All 
goods must be as good as gold. Under such a balanced equation, gold then 
becomes a true common denominator and medium of exchange, rising and falling 
with demand and supply as do all other commodities. 

In its 1952 convention, our Republican Party clearly recognized the problem 
I am discussing and pledged the present administration to move both on the 
domestic and international fronts to correct our monetary evils. Our party 
pledged itself to restore the gold redemption of paper money. I quote from 
our adopted platform : 

“We advocate the following monetary policies: 

“1. A Federal Reserve System exercising its functions in the money and credit 
system without pressure for political purposes from the Treasury of the White 
House. 

“2. To restore a domestic economy, and to use our influence for a world 
economy of such stability as will permit the realization of our aim of a dollar 
on a fully convertible basis.” 

We shoud never forget that it has been irredeemable coney that has sent 
many great nations to their economic graves. Such enconomie destruction was 
invariahly followed by the establishment of totalitarian regimes. As a Republic 
Party, we have an obligation to keep our pledge and prevent the disaster result- 
ing from inconvertible and irredeemable money. Let us restore and maintain 
a sound currency based on a gold standard of real and true value. 

Because time is so essential in preventing farm surpluses from accumulating 
and pyramiding, may I humbly offer three suggestions for your immediate 
consideration and action: 

1. That the Secretary of Agriculture under the great leadership of President 
Eisenhower cooperate with other departments of Government and the Congress, 
in sponsoring regulations and/or legislation to permit a “free” market for 
gold in our own country as well as in the markets of the world. 

2. That a gold price be encouraged which reflects today’s commodity price 
levels and its relative value to today’s dollar in debt-paying and purchasing 
power. 

3. When these objectives have been attained, to cause an international con- 
ference to be called for the purpose of establishing a basis for the exchange of 
goods, including agricultural products. 

I recognize there are many other complex and difficult problems involved 
in the matter or reestablishing our foreign trade. In my humble judgment, 
the Secretary of Agriculture is attacking these problems with great courage 
and sincerity. It may be necessary to use production and/or marketing con- 
trols temporarily to check the surplus problem and hold it in abeyance. But. 
again, our party's platform on this subject is very specific. The full text is 
most forceful. I merely quote some excerpts: 

“We do not believe in restrictions on the American farmers’ ability to produce.” 

“We recommend * * * a realistic trade program for agriculture aimed at 
restoring foreign markets * * *.” 

“Promotion of world trade must be on a basis of fair competition.” 

“Only with a sound economy can we properly carry out both the domestic 
and foreign policies which we advocate.” 

We must achieve all these objectives to the end that other nations will demand 
our goods in preference to gold and dollars. Let us make ‘‘Trade—not aid” a 
slogan that became a reality. 

If I can be of any help to you, please feel free to call upon me. I admire 
greatly pour courage, leadership, and Christian ideals and principles. The 
Republican Party must succeed in establishing and maintaining the inherent 
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principles to which you are dedicated. This can come only with peace, inter 
national goodwill and trade, and sound prosperity. 

With kindest personal regards. 

Sincerely, 
Ray B. WISER. 

Mr. Wiser. Parenthetically, I have always been most curious to 
learn who promulgated the ‘absurd theories that farmers can turn 
their production on and off like water from a faucet; that farmers 
can make a profit on anything less than a 100 percent parity exchange 
ratio; that farmers can reduce their volume and sell their decreased 
production at a lower price and still maintain themselves; that so 
called alleged overproduction of crops can be solved by lower returns 
to producers; that farmers can match mounting costs of production 
with lower prices to them; and that the so-called farm problem is a 
myth and exists only for the benefit of those who want an excuse for 
wasting billions of words talking about it. I assure this committee 
that nothing could be farther from the truth. 

May I just deviate to make this personal observation, with your 
permission. In the last several years under the prices prevailing for 
agricultural commodities I as an agricultural producer have been 
producing on a one-crop per year system. In 1953 prices dropped so 
materially in our production that in 1954 I am now producing on a 
dual crop basis, in other words, two crops per year under our irrigated 
production, a winter crop and a summer crop. This means we will 
increase materially the total production of agricultural products when 
we should be decreasing. But the only alternative that I have as 
prices drop is to keep prices times Volume in order to get gross dollars 
to pay taxes and other investments. 

Like the manufacturer, the merchant, the mining operator, the 
professional man and all other segments of our economic society, the 
farmer must operate his enterprise on a profitable basis or quit. There 
isnoalternative. There is no middle course. 

Moreover, the vast majority of American farmers want to conduct 
their operations under a free economy, in an atmosphere dominated 
by the law of supply and demand, under a monetary system free of 
regimentation, arbitrary controls and manipulated management, on 
a free-choice basis, and in the true American competitive spirit. They 
want fair and equitable prices for their labor, investment and risk 
capital, managerial ability, ingenuity and enterprise. They want a 
dollar that represents a dollar’s purchasing power. They want a fair 
and equitable tax program. They want to produce all the food and 
fiber which their land and their skill can grow, and which the United 
States and the rest of the world needs. A sound monetary policy 
will help bring these lofty objectives to fruition. 

If we have a really sound and honest dollar, we will have solved 
the major agricultural problem of the United States, because involved 
with the present surplus of the United States is that approximately 
half of it is a loss of the export market. 

In conclusion, may I again endorse wholeheartedly the basis for a 
sound monetary policy as set forth in Senate bill No. 13, or similar 
legislation, and pray that the principle it embodies becomes the law 
of the land. America’s future is at stake. The world’s future is at 
stake. Our freedom, worldwide freedom, is at stake. What could be 
more important ? 
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Let us permit gold to make its constructive contribution to the 
American economy by: 

1. Providing a free market for gold so it will find its proper price 
ievel based upon its demand at home and abroad. 

2. Providing an unhampered privilege of possession and trading 
in and with gold. 

3. Providing a fully convertible currency to and from gold, based 
on values that reflect today’s price levels for other commodities. 

1. Restoring gold as the common denominator in the world’s cur- 
rencies with free conversion privileges to allow for trade. 

Mr. Chairman, and gentlemen of the committee, the issue is in your 
hands, in the hands of your associates in Congress, in the hands of the 
President of the United States. I thank you. 

Senator Bricker. Thank you very much, Mr. Wiser. 

Mr. Wiser. May I make one supplemental comment, Mr. Chair- 
man. I delivered an address recently that outlines rather more in 
detail than I was able to do here, and which has been printed in the 
Congressional Reeord. With your permission, we would also like to 
enter this as a supplement to the statement. 

Senator Bricker. It will be made a part of the record. 

(The material referred to follows :) 

[Congressional Record, proceedings and debates of the 83d Cong., 2d sess. ] 
THE FARM PROBLEM AND Irs RELATION TO MINING AND TO GOLD 


hixtension of Remarks of Hon. Clair Engle of California, in the House of 
Representatives, Tuesday, February 9, 1954 


Mr. Enoir. Mr. Speaker, in a speech before the National Western Mining 
Conference held in Denver on January 29, 1954, Mr. Ray B. Wiser, former 
president of the California Farm Bureau Federation, made one of the finest 
statements [ have ever seen on the farm problem and its relationship to mining. 
In particular, it shows the importance of gold as a sound base for our currency 
in its relation to the price of farm commodities. Because this is a new approach 
to the fiscal problems of the Nation, showing the direct relationship between the 
problems of miners, the monetary position of gold, and the handling of farm 
commodities, I think it warrants the attention of the House and the people of 
the Nation generally, and I include it at this point in the Record: 


“THE FARM PROBLEM AND ITs RELATION TO MINING AND TO GOLD 
“WHAT IS GOOD FOR AMERICA? 


“It is fortunate that what is good for farming and mining is good for all of 
America. We are all Americans first and farmers or miners second. However, 
our welfare in the years ahead will be determined by national policies adopted 
now. Let us, therefore, analyze the farm problem and the problems of mining. 
What is their relationship to each other? Can we find a solution of their 
problems on the basis of what is best for the United States? Our decisions 
on these matters will largely determine whether we can continue as a liberty- 
loving, individual-enterprise, profitmaking, property-owning, God-fearing people. 
It will determine whether we are to be a free Republic, or a slave state under 
socialism, paternalism, communism, or some other totalitarian regime. 


“THE FARM AND MINE PROBLEM 


“It is no accident that the basic problems of all of our extractive, natural- 
resource industries are practically identical, whether they are mining, lumbering, 
oil extraction, or farming. I do not want to oversimplify the problems, but, 
stated briefly, they are: 

“1. Overproduction or lack of consumption, the result is the same—too much 
in the hands of the producer. This greatly affects price. 
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“2. Foreign trade, either the loss of exports for some commodities, or the 


effect of imports on supply and resultant price for others 

“3. Our seal and tax policies which destroy ability to maintain sound develop 
ment and conservative practices 

4. Our lack of a sound monetary policy 

5. Government encroachment. 

There are many minor problems, but a careful study indicates that mor 
than 90 percent of the total problem is enclosed in these 5 causes Virtua 
all the reasons for inflation and resultant deflation are encompassed in these 
Of course, these have been affected by wars, and preparation for wars, and 
are tied to defense efforts of the past and the future However, we must face 
the problems as they are, not as we would like to have them 





\ I I PRIC!] I US FATI IN \ PRIK 

“Now the major question in 1954 is, ‘What will be the price f minerals and 
farm products in relation to wages, prices paid, and income to others in the 
United States?’ In farming, this relation has become known as parity In 
nining, I sugge W Ca fair mineral prices As unfortunate as i ay seem, 
Government policy will be the major determinant s to] es received ather 
f the effe {1 ural economic Tactor 

\ ¢ I \L MINI BLOC 

The firs ( cre poe i | Ke there ‘ I 
join imme tel ] igh their yy Za Is, to ¢ b i ning bloe in the 
(Congress, and 1n each State legisinture i wan to suv, i vuli sincerity, that 1 
believe there is no other way to save ining as a free-enterprise industry 
America There is no a farm ) i | ! tv o nterest Gan soon 


bring the two togethe 


PUBLIC RELATIONS OR LINERS AND FARMERS 


‘The problems must be approached on the basis of not what is best for farmers 
or miners, but what is best for America. The result will be to obtain that which 

best for all fo accomplish our purposes, we should immediately launch 
a public-relations program. Let us remember that public relations is the effect 
of our acts on others and, conversely, the effect o thers acts on us 


“FARMERS AND MINERS JOIN TOGETHER 





“Let me again be bold enough to suggest that we in mining tuke the leadership 
in setting up conferences and resultant committees betwee farm and mine 
leaders. We should consider invitin eaders of the oil and timber industries 
Let us meet on the basis of finding mutual agreements. Disagreements will then 
soon disappear as they will only be on very minor matters. We will then be 
ready to move to the public. We are only going to be saved through public 


' } 1343 
acceptance of sound porcies 


“FULL PARITY FARM PRICES 


“You are hearing a great deal about farm support prices, high supports, 
variable supports, 90 percent of parity supports, and subsidies. Marketing 
quotas, acreage allotments, commodity loans, Government storage, all are in 
the news. At best, the application of these programs is a palliative trying to 
cure a sick farm price situation. American farmers are entitled to something 
better than these will bring. They are entitled to full parity prices in the market 
place. 

“FAIR MINERAL PRICES 

“Miners are struggling to keep in production. Exploration is at a standstill 
Many mines are closed down; others will be forced to close. The gold-mining 
industry, as a whole, is almost a thing of the past. Capital is discouraged and 
forbidden by restrictive laws. There is a cry for increased tariffs on mineral 
imports. Legislation is proposed to put mineral ownership virtually into Govern- 
ment ownership. So we could go on, as you all know. At best, only the surface 
is being scratched in trying to find an answer to the sick mineral-price problem 
American miners are entitled to a great deal more than this. They are entitled 

» fair mineral prices, resulting in a prosperous, profit-making industry. 
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““PEACE OR WAR 


“Fair, prosperous conditions for these two great industries is best for America 
in peace, as well as in war. We can only be prepared for war when miners and 
farmers profit in periods of peace, Nothing will prevent war like having 
prosperous producers of raw materials. 


“THE OVERSUPPLY PROBLEM 


“As to the oversupply problem, it is not a simple one to solve. It can be 
accomplished, however, through the adoption of proper conservation and sound 
foreign-trade policies. It can only be solved when price levels are maintained at 
fair and profitable prices. The answer does not lie in destroying producers, 
either farmers or miners. 


“FARM PRICES VERSUS SUPPLIES OF FARM PRODUCE 


“There is a fallacious theory that lowering farm prices will reduce production 
of farm produce. It may reduce production of an individual crop, but does not 
reduce the total supply of farm produce because of shifting to other crops. 
In 1929 to 1933, total production began to drop only when farmers began going 
through foreclosure and not in the period ahead when farm prices were falling. 
In 1937-38, prices on farm products dropped off materially, but production was 
maintained. During the last 2 years, farm prices have been declining, but pro- 
duction has gone up. Why is this true? The answer is most interesting. 
Farmers have a certain amount of fixed dollar expense to meet, such as living 
costs, taxes, insurance, interest, etc. If price levels are down, they have only 
one way of getting these dollars, and that is to produce more, so that production 
times the price will always equal about the same gross dollar income. Low 
prices is not the answer to the oversupply farm problem. It may increase 
consumption if it reflects lower prices to consumers, but this has seldom ever 
been true. Before reduced prices take place, consumer’s income usually drops, 
unemployment sets in, and demand slackens. Maintenance of farm prices is 
essential for the welfare of all income groups in America. 


“MINERAL PRICES VERSUS SUPPLIES OF MINERALS 


“Declining prices have been more effective in limiting the supply problem of 
minerals. However, lower prices are destroying an industry which is essential 
to America’s long-time welfare. Hence, lower prices is not the answer to the 
surplus problem. It is only a fast road to a depression because wining and 
resultant minerals are absolutely essential to prolonged prosperity. Raw mate- 
rial prices, as a national policy, need to be maintained in their relative position 
to the general commodity price level. This must, and can be done without 
Government pricing, providing Government doesn’t forbid the industries the use 
of Government authority for self-regulation. This has very often been done in 
the past. It is a fallacious philosophy that ‘it is not bad for Government to 
do it, but very bad for industry.’ 


“FOREIGN TRADE: A DOUBLE-BARRELED PROBLEM 


‘Foreign trade is a double-barreled problem. There would not be much of a 
farm surplus problem if it was not for loss of exports. There would not be 
much of a mineral surplus problem if it was not for foreign imports. However, 
both of these problems are tied to a common denominator, in my judgment. 
Both problems can be solved by a common approach. It is tied to the lack of 
currency convertibility as between countries. It is more specifically tied to 
America’s inexcusable ‘dollar’ trade policy. 


“CONVERTIBILITY OF CURRENCIES 


“Dr. Ludwig Erhard, Federal Minister of Economics for the Federal Republic 
of Germany, pointed up both of these problems in an address recently, when 
he said in part: ‘It is perhaps known to you that I am one of the most ardent 
advocates of free convertibility on a worldwide basis, as I feel that only this will 
lead to a true cooperation—between the countries concerned. We have now had 
foreign exchange controls for some 20 years and no country can feel sure that 
its rate of exchange is realistic. Thus, we apply false measures to our exchange 
of goods and services. The Bible says “false weights and measures are a horror 
in the eyes of the Lord,” but that is precisely what we have.’ 
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““RATIONING 1 NITED STATES DOLLARS 


“Dr. Erhard continues: ‘The United States should have a vital interest in 
convertibility as the only item still rationed and discriminated against thro \- 





out the free world is the United States dollar Free convertibility, i ing 
the dollar, would throw markets open to the United States.’ May I add that it 
vould act as a barometer for protecting against imports of meta and other 
gxoods as Well, as they would not be dumped on our markets in order to obtain 


aollars. 








“May I point up the problem by an illustration \ few days ago, while at 
tending my service club, I found myself seated beside a visitor from one of the 
South American countries The conversi n d hat o itio ( ‘ 
following in South America He said |] was buying cotton for one o h 
cipal manufacturers of the United States I comments that we have a great 
urplus of cotton in the United States and asked hy it was necessary to go to 
South America Listen to hi reply \ll cotton used in the United St t is 
purchased in the United States, but ilso have fi ries in Bri ind France 
These are operated with British sterling and French francs. If the price of 
cotton is the same in South America a n the United States, we can obtain 
more than 2 pounds in the South American country for eve ry 1 pound in the 
United States. his is because of the difference in exchange rate } 
spective currencies. There is no uniform convertibility \fter all, we operate 
our foreign factories with British and French n J Is it any wonder that 





we have become a dumping ground for foreign goods, and that we have lost a 


great deal of our foreign market 








ONEY .NAGERS AND FO GN Ab 

“May I give one more illustration You will reeall that Sir Winston Churehill, 
Prime Minister of Great Britain, ste in the United States on his way to 
Bermuda in December of 1952, for a conference with General Eisenhower, who 

ud just been elected President of the United Stat he irden of bh m 

on was to present a program of converting dollars to sterling, and sterling to 
dollars. You will recall how the ‘managed currency’ advocates, who are still 
in control of our monetary policy, cried aloud and pretty well discredited his mis 
sion in the minds of the American public, as well as our future President An 
thony Eden, the Foreign Minister of Great Britain, was in Was on a few 
months later, again pointing out clearly the necessity for rrency convertibility, 
if we were to maintain trade, or expand it between our two countries He too, 
recognized that, with the drying up of dollar aid from us, it meant the end of 
trade unless there could be a free exchange of currencies on a sound basis. Our 


‘money managers’ again turned a deaf ear, to the shame of the United States, 
It was a sad day for America, and particularly for America’s farmers and miners 
I’m reliably told that a ‘trade mission as on its way to Moscow, even before 


Mr. Eden arrived bi: in London 











RUSSIAN GOLD 
We have seen the results of Ame! short-sightedne mn the t few weeks, 
with gold moving from Russia to Britain in exch for ste yr and wg s 
for Russia. The ‘managed currency, economic con lers’ in Washington are 
responsible for creating the opportunity for the Russian gold maneuver, in my 
judgment If the ratio of trade to monetary exchange is maintained, this can 
mean as much as &2 billion of trade for Russia, our enemy Should we condemn 
Britain, our friend and ally? 
“AN ECONOMIC ISLAND AND ILITARY BASTION 


‘Tam sure that I do not need to indicate any conclusions. These illustrations 
point out clearly that we will either become an economic island protected by au 
impossible military bastion, or we will be a part of the economic world in which 
we live. Convertibility of our dollars, and other currencies, is a must for 
America’s welfare. 

‘CONVERTIBILITY AND GOLD 


‘May I quickly point out that the managed-currency leaders are now saying: 
‘Yes: we will have to go for convertibility, but we are against a gold standard as 
the denominator for determining an exchange ratio. There can be no real 
convertibility without gold as a measure of value. Gold must have a value 
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that reflects today’s wage and commodity price levels, if we are to avoid its 
creating a recession both here and abroad. Gold will likewise level world in- 
flation wherever it springs up, if allowed to freely function as the measure of 
value. 


"AS GOES GOLD, SO GOES AMERICA 


“Hence, we can truthfully say: ‘As goes gold prices, so goes other mineral and 


farm prices: as goes gold, so goes America’s welfare; as goes gold, so goes 


opportunit for convertibility; as goes convertibility, based on a sound gold 
value, so goes foreign trade.’ 


May 1 again reemphasize that I am presenting a program for America’s 


welfare, and its beneficial effect on miners and farmers is entirely incidental 


I tl \ rY PLATFORM 
The present administration has pledged in their platforn We favor a farm 
prog n aimed at full parity prices for all farm products in the market place 
We do not beheve in restrictions on th American farmer’ bility to pr nluce., 
We recommend a realistic trade program for agriculture aimed at restoring 
foreign markets and develop ew outlets at home. Promotion of world trade 
ust be on a basis of fair competition 
We vigorously advocate a full and orderly program for the development 
and conse ition of our natural resources 
“oy ivor good faith administration of our mining laws, and will encourage 
exploratio ind development of our mineral resources consistent with our 
growing industrial and defense needs We favor stoc kpiling of strategic and 
critical raw materials and special premium incentives for their domestic 
exploration and development.’ 
Let us insist that this administration meticulously follow out this stated 


program to which they pledged themselves, and upon which they were elected 
The program is sound and is within the ability of our Government to fulfill. 


“FISCAL AND TAX POLICIES 


“Fiscal and tax policies are much in the news. It will be my effort in the 
short time at our disposal to only touch on this question in relation to our great 


natural resources, industries, mining, and farming. 
“THE UNITED STATES DEBT LIMI1 


“Should our debt limit of $275 billion be increased? If it is, the only people 
who will gain will be the money managers, the internationalists, the inflationists, 
the Socialists, the Government ownership advocates, the big Government en 
thusiasts, et The principal people to lose will be the free enterprisers, the 
stabilized-economy believers, the profit system enterprises; the sound govern- 
ment believers; ete. I probably do not need to say more, but, America will be 
best served by a balanced budget and a program of reduced Government spending. 
Nothing will assist mining and farming more than being allowed to retain a 
larger percentage of their earnings for conservation, exploration and develop 


ment purposes 


“FULLY CONVERTIBLE, GOLD-BACKED DOLLAR 


“This will also allow for conditions to which this administration is pledged 
in their preelection platform, namely ‘To restore a domestic economy and to use 
our influence for a world economy of such stability as will permit the realization 


of our aim of a dollar on a fully convertible gold basis.’ 


"A SOUND MONETARY SYSTEM 


“T believe we can best illustrate the results of the lack of a sound monetary 
policy and fiscal policy for Government by reviewing with you briefly what has 
happened during the calendar year of 1953. May I hasten to state that I do 
not know whether this was by design, or was entirely accidental from the lack 
of our having a sound monetary policy. If it was by design, it is the greatest 


scandal of the century. If it was purely accidental, it still points up the ab- 


e 


solute necessity of a sound monetary system being adopted without delay. 
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“POLITICAL CONTROL OF MONETARY SYSTEM 


“It points out so clearly the results of political control of our monetary system, 
and its effect on our economic system It makes the control and destiny of 
America’s people, their income, their profit, or lack of profit, subject to the will 
of a few men in control of a division of Government. It has removed the coin- 
age of money, and the establishment of its value, from the Congress, as set forth 
in the Constitution of the United States. It makes for rule by men rather than 
by law. It makes for political or fiat money, without stabilized purchasing 
power. 

“ITARD MONEY VERSUS SOFT MONEY 


“We have had a tight- or hard-money policy, followed by a liberal- or soft 
money policy, all in 1 year I can find no record in the United States Govern 
ment’s history where there has been such a complete reversal of policy in such 
a short period of time. It brought on a condition that made for an economic 
fear complex to sweep the country, which is, likewise, almost without precedent 
We are still too close to it to see its long-time effect Will we have a recession, a 
depression, a period of stability, or a reappearance of inflation? Business leaders 
have taken action, in the past 4 weeks, to materially stabilize industry, based 
largely on President Eisenhower's addresses to Congress These have had little 


effect in encouraging producers of raw materials, however. 


“TITE ADMINISTRATION’S PLEDGE 


« 

“This administration went into office pledged to ‘a Federal Reserve System, 
exercising its functions in the money and credit svstem without pressure for 
political purposes from the Treasury or the White House.’ May I leave to your 
good judgment the determination as to whether this pledge has been kept, as 
we review this past year. 


“A STABLE ECONOMY HAD BEEN REACHED 





“At the vear’s beginning: Overall inflation had nearly come to a halt: raw 
material prices had been, and were, in a material decline: credit was stabilized 
and was functioning well toward a continuing, expanding economy. Farm 
prices were showing some evidence of stabilizing, although mineral prices were 
continuing to decline. I refer you to the last report of the Federal Reserve 
Board itself 

“HARD MONEY 


“Suddenly, in the spring of the year, top Government management made sev- 


eral momentous decisions. Releases began to appear in regard to a new hard 
money policy. This propaganda was evrceedingly misleading, as the only true 
hard money or cash is coin as distinguished from paper money The impression 
was undoubtedly meant to get widely distributed that hard money as to be 
money backed by gold and silver. It is now apparent that there was no intention 


to accomplish this, other than the present silver certificates. This was followed 
by the tightening of credit and shortening of the money supply, by enforced 
Government decree 


“GOVERNMENT COVETING 


‘When the Government attempts to regulate credit, as it did in this ease, it 
covets man’s right to be the steward of his production. The Government could 
not really regulate credit if it did not make it a crime to own gold. This, too, 
is a form of coveting by Government. 


“MONEY HARD TO GE' 


“Tnterest rates began to go up. Banks began to indicate that they were loaned 
to capacity. Their clients were called in and asked if they could get by on 60, 
70, or 80 percent of their normal borrowing. Inventories began to build up in 
the hands of producers, manufacturers, and the wholesale trade. Forced selling 
began because of necessity of liquidating to meet obligations. Government was 
continuing to be the determiner of America’s economic destiny. What had been 
attempted by price controls by the previous administration, was being continued 
by monetary control. 








SS GOLD RESERVE ACT AMENDMENTS 


“MONEY MANAGERS TAKE THE PROFITS 


“The first major issue of 10-year Government obligations came due, which 
had been issued to meet the cost of World War II. There came a demand on 
Government for additional funds. Was it accidental, then, that Government 
oflicials came out with a bond issue at the highest rate of interest in recent times? 
Naturally, it was oversubscribed many times. It drove existing issues to new 
lows and allowed finnacial institutions, and others, to buy them at material 
discounts. Of course, when this was accomplished, and it became evident that 
new issues would be at lower interest rates, many Government obligations have 
now gone to new highs. Hench, the manipulation by the Federal Reserve and 
the Treasury made new history in highs and lows in 1 year. It is the greatest 
fluctuation in Government bonds in recent times. 


“WHERE ARE WE GOING ?—-THE GREAT FEAR 


“Unnecessary fear had gripped the economic life of our Nation. Farm prices 
and mineral prices were forced lower. An era of indecision has been about us. 
Abnormal deflation set in. Demands on Government spending has increased. 
The American people arose, and rightfully asked, ‘Where are we going?’ 


“SOFT MONEY QUICK 


“Then, in the same identical year, under the same rule of the same men, they 
have reversed themselves completely: softened the dollar; rushed money back 
into circulation; lowered interest rates; reduced the requirement to obtain 
credit, etc. 

“ECONOMIC JUDGMENT OF MEN 


“All of this, and more, was done by the so-called money managers in 1 year. 
They had nothing better than the judgment of a few men as to what they thought 
would be good for the United States. It is a power that has destroyed the 
strongest of nations in the past, and can destroy our beloved country. 


“MONEYCHANGERS IN THE TEMPLE 


“By this illustration, we have seen the result on our economy of so-called 
money management. The force of economic planning has been continued. After 
more than 20 years of this, we must assist our great President to drive the 
moneychangers out of the temple, even as Christ did nearly 2,000 years ago. 


““AMERICA’S FUTURE 


“America’s future will be determined by our policy in relation to the use of 
gold. It is the only media ever found that maintains domestic stability, and is 
acceptable as an exchange media in every country of the world. Its use can 
protect domestic markets and reopen and maintain foreign trade. 


“THE CONTRIBUTION OF GOLD 


“Let us allow gold to make its contribution in having the desired effect on the 
United States economy by providing for: 

“1. Free market for gold: A free market for gold so that it will find its 
proper price level based upon its demand by any who desire to buy at home and 
abroad. (Ours is the only country in the world where it is illegal to have and 
to hold gold. Some countries have moditied restrictions, but not prohibition.) 

‘2. Owning and trading with gold: Unhampered privilege of possession and 
trading in and with gold 

“3. Convertible currency to gold: A fully convertible currency to or from gold, 
based on values that retlect today’s price level for other commodities, 

“4. A gold standard: Return to a gold standard with a value for gold based on 
the relative value of today’s dollar in debt-paying and purchasing power. (The 
gold standard provides for the determination of the monetary units’ purchasing 
power independent of political policies of Government and political parties. It 
virtually makes it impossible to inflate, or deflate, through political manipulation. 
It is never a gold standard that causes inflation or deflation, but the artificial 
factors that are applied which prevent it from freely functioning. Misuse of 
credit, repudiation of debt, Government restrictions on trade and exchange, 
lack of efficiency, overexpansion, an artificial price for gold, inconvertibility 
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to gold, and other similar practices are the real basic factors that cause a nation 
to deviate from a sound policy.) 

“5. Gold, common denominator for trade: Restoration of gold as the common 
denominator in the world’s currencies with free conversion privileges to allow 
for trade. (As important as tariffs, import quotas, sanctions, embargoes, and 
other trade factors are in relation to foreign trade, the lack of a common 
denominator for converting the currency of one country to that of another has 
more direct effect on trade relations than all of the above combined.) 


“MONEY STABILITY OR MONETARY CHAOS 


“This is a program of greater importance in stabilizing the American economi 
system than anything else before our country. It ranks second only to the 
issue of international relations, and resultant peace, of all matters now before 
the United States Congress. Our policy will determine whether the world is to 


drift even deeper into monetary chaos, 
“STAKE OF THE AMERICAN PEOPLE 


“Miners and farmers, as well as all producers of raw moterials, have a great 
stake in these matters. All of the American people, wage earners and employers 
alike, have all to gain. It is most important, however, to those who do not have 
predetermined prices, such as farmers and miners. 


“AS GOOD AS GOLD 


“This program will revitalize the mines of America. It will again make goods 
and currency as good as gold. (Gold now has no value, except to Government. ) 
Gold can be used to maintain a stable price level and an expanding national 
economy under which miners, farmers, and everyone else, will be doing all right. 


“THE UNITED STATES SAFETY 


“Military defense is essential to the United States, but economic bankruptcy 
could defeat us just as surely as foreign armies. 


“A GOLD STANDARD : SAFETY FOR AMERICAN PEOPLE 


“The lack of a stable currency is allowing our defense spending, as well as 
other Government costs, to get further out of our control. As good as the intent 
may be, political interference will never allow control of this matter through 
Government action. It can only be accomplished when our currency is backed 
by, and tied to, a stable article that has universal acceptance. That article is 
gold. We will go further through the currency depreciation wringer unless we 
return to a realistic gold standard. 


“FARMERS AND MINERS HOLD UNITED STATES DESTINY 


“Farmers and miners have the destiny of the Nation in their hands. They can 
and must solve the mining and farming problem. They must save America from 
its self-destruction. They must save themselves as a producing, economic force. 


“IT CAN BE DONE NOW 


“Tt can be done by a program that will: Maintain fair prices in the market 
place for minerals and farm products; efliciently handle surpluses if, and when, 
they develop; make it profitable to produce to meet market demands ; reestablish 
and maintain foreign markets; protect against imports and dumping in our 
oversupplied markets; maintain Government on a sound fiscal policy; prohibit 
Government competition with industries and services which support Government ; 
reestablish and maintain a sound, stable currency, backed by gold; maintain the 
free-enterprise system; keep farms and mines self-supporting, which eliminates 
the need of subsidies or price supports; take the mine and farm problems out of 
politics. 

“We have humbly pointed out methods that will accomplish these purposes.” 

Senator Bricker. Senator Payne, do you have any questions / 

Senator Payne. No. 

Senator Bricker. Thank you very much. 
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Mr. Wiser. Thank you very much, Senator Bricker. 
Senator Bricker. Our next witness is Delegate E. L. Bartlett from 


Alaska. 


STATEMENT OF E. L. BARTLETT, A DELEGATE IN CONGRESS 
FROM THE TERRITORY OF ALASKA 


Delegate Barrierr. My name is E. L. Bartlett, Delegate in Con- 
gress from Alaska. I appear here in support of S. 13. Looking 
through my records I find that 4+ years ago I came before this very same 
committee in favor of a similarly numbered bill which was like- 
wise introduced by Senator McCarran. 


>.) 


Senator Bricker. Do you support also S, 2332 / 

Delegate Barrirrr. I do not have that before me, Mr. Chairman. 

Senator Bricker. That is directed to convertibility. 

Delegate Barrierr. IT want to direct my remarks today only to the 
propos ition of permitting newly mined vold to be sold at whatever 


price it might command, 

I have introduced a bill on this subject: the language isn’t exactly 
similar to that found in S. 13, but the general purpose is the same. 
It is H. R. 1978. It isa very good bill, I know, because I copied the 
language exactly from that found in Mr. Engle’s bill, H. R. 125, 
which was introduced some d: LVS e arlier. 

d had hoped that this administration, Mr. Chairman, might endorse 

ha 8 ition of pe rmitting ne wly mined gold in the United States 
to seek place in the world market at whatever price that market 
might hy However, after correspondence with Mr. Burgess 
I learned that the administration maintains the same adverse view 
as did its predecessor. I have frankly never been able to discover 
why that should be so. It has never va explained to me satisfac- 
torily, or at all, why there would be an adverse effect on the economy 
of the United States if newly mined a | were sold at a competitive 
pric It has been said to me by people in the Treasury Department 
verkails and by way of correspondence that if that supply of gold 
were place | upon the market the price would decline to the point 
where it wasn’t above that paid by the Government, namely, $35 an 
ounce. 

My contention is that is all right. Let thet miners vo out and com- 
pete as owners of grocery stores do. If they can’t get more than 
S35, that is their tough luck. But I don’t see why the gold miner in 
the United States should suffer under the present situation when 
there is no demonstration whatsoever, as far as I have been able to 
learn, that selling gold at the world price would damage the financial 
structure of the United States. 

I know it is useless to talk of a situation which is held to be all 
wrapped up in our financial stability with the welfare of the com- 
paratively few gold miners in the United States, but they do after all 
have some stake in this. Let me illustrate that as pertains to Alaska, 
Mr. Chairman, by suggesting that the present high prices for labor, 
for materials and so forth. which vol | miners have to pay, has resulted 
in a situation where gold mining everywhere, including Alaska, has 
been notably depressed. 
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In 1941, our last normal year of production, Alsaka produced 
695,000 troy ounces with a value of $24 million plus. In 1953, we 
were down to 273,000 ounces with a value of $9.571.000. Our post- 
war production has never risen as high as $11 million ; $10,124,000 was 
the highest figure. 

In Alaska and in some of the Western States the state of the gold- 
mining industry has a measurable effect on the local economy. But I 
would say that that wouldn't probably matter too much if there was a 
demonstration that a continued prohibition against the sale at the 
world price was damaging to the U nited States. That demonstration 
has not been made. I suggest to you it cannot be made. 

I hope this committee will approve S. 13 and that it will be enacted 
into law. Thank you. 

Senator Bricker. What is your attitude in regard to free coinage 
and convertibility ? 

Delegate Barrierr. Mr. Chairman, I have frankly no opinion to 
express on that because I think it would require an amount of study 
that I haven’t addressed to this problem. Any statement I would 
make would be merely a personal judgment unsupported by factual 
research. 

Senator Bricker. Are there any questions, Senator Payne? 

Senator Payne. No. 

Senator Bricker. If not, we thank you very much. 

The next witness will be Mr. Howard Buffett of the Buffett Falk 
& Co., Omaha, Nebr. Mr. Buffett, do you wish to present your state- 
ment in full or just review it ? 


STATEMENT OF HOWARD BUFFETT, OMAHA, NEBR. 


Mr. Burretr. I think in full, if I may. 

Mr. Chairman and Senator Payne, at the outset I want to express 
my apprec iation for your wisdom and courage in holding these hear- 
ings. The establishment of sound monetary conditions has never been 
an easy task. Accordingly, your efforts now cannot help but com- 
mand the respect and admiration of all well-informed Americans, who 
know the tragedy that always ends prolonged ventures into irredeem- 
able paper money. 

Probably one of the questions in your minds on this issue is, What is 
the thinking of the men over the country who deal in money, the 
bankers at the grass roots?) On that question I have facts that will 
be of value to you. 

In the 82d Congress, I sent out a questionnaire to the bank presi- 
dents and chairmen of the Nation. From that questionnaire, sent 
early in 1951, we received 666 replies from all parts of the country. 
The re plies represented banks holding more than 20 percent of the 
Nation’s bank deposits at that time, and thus represented an excellent 
consensus of expert opinion. 

We asked these bankers four questions. No. 1 was: “Do you be- 
lieve that price and wage fixing will effectively prevent inflation?” 
Only 7 percent of those answering the question said “ves”; 93 percent 
said “no. 

Question No. 2 was: “Have you been able to find satisfactory evi- 
dence that Congress can resist spending pressures without the historic 
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restraint of a currency redeemable in gold on demand?” Only 7 
percent said “yes”; 93 percent said “no.” 

Question No. 3 was: “Do you believe expansion of the money supply 
can be effectively restrained when long-term Government bonds are 
rigged at the 214-percent level?” Only 9 percent said “yes”; 91 per- 
cent said “no.” 

Question No. 4 was: “Would you support the Reed bill, H. R. : 
to promptly reestablish redemption in gold of our currency at $35 an 
ounce?” I had introduced the same bill in the 80th Congress. 
Seve nty-three percent of those replying said “yes”; 9 percent said 

yes, but not now”; 7 percent were undecided; and 10 percent said 

“no. e 

By assuring the bankers that their replies would be kept confidential 
we were able to get forthright answers. As the summary indicates, 
most bankers favored a prompt restoration of the gold standard. This 
was especially true of bankers from smaller cities ‘and towns, although 
there were several banks with assets around the billion-dollar mark 
whose chiefs held a similar view. However, most of the opposition 
to the restoration of the gold standard came from big cities. 

Senator Bricker. How do you account for that / 

Mr. Burrerr. I think the big city banks have more of their business 
from foreign centers so that the present situation is more satisfactory 
to them. 

You will note that 93 percent of the bankers were unable to find 
satisfactory evidence that “Congress can resist spending pressures 
without the historie restraint of a currency redeemable in gold on 
demand.” 

This is the question that goes to the heart of the paramount economic 
problem facing America, the problem which you are charged to solve. 
Stated another way, can the deterioration of the dollar be halted with- 
out restoring to it the quality of redeemability ¢ 

I recognize that various respected students of monetary matters 
agree that the return to a convertible currency is desirable, but the 
time is not ripe. Printing-press money, like the dope habit, is an evil 
that becomes harder to break the longer it is continued. We have been 
indulging in this narcotic for over 20 years, so it would seem that 
remedial action is long overdue. 

Besides, where are the men so godlike in their wisdom that they 
can decide that the exact hour has arrived when Uncle Sam has taken 
all the fiat money dope he can stand—and that the hour has arrived 
to shut off the supply of this deadly economic narcotic? 

In closing, I want to make a plea for constructive action on behalf 
of the millions of humble, God-fearing, Government-trusting Ameri- 

cans who still have faith in the ultimate honesty of the American 
Government. If their hopes for the restoration of sound money are 
always to be postponed to the sweet bye and bye, then the outlook for 
America is indeed dark. 

Most certainly their disillusionment will ultimately be followed by 
a general scramble from paper promises into tangibles, and when that 
day arrives, the freedom and progress of America. will begin to 
disappear. 

Effective action now to restore the gold standard is the victory that 
will do more than any other single act to turn the world back toward 
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freedom and justice—for it would mean that the great Government of 
the United tSates was again honest with its citizens. 

Senator Bricker. Thank you very much. Do you have any ques- 
tions, Senator Payne? 

Senator Payne. No. 

Mr. Burrerr. Senator, I would like to include a brief statement on a 
question that was raised yesterday. Someone asked, “How does re- 
deemable currency prevent loose fiscal policy?” Of course, that is a 
very appropriate question. 

Senator Bricker. It goes to the heart of the matter. 

Mr. Burrerr. I have a short statement on that, if you would like 
to have that included w ith my statement. 

Senator Bricker. It will be included in the record at the end of your 
statement. 

Senator Frear. How long is that statement ¢ 

Mr. Burrerr. It is less than a page. 

Senator Bricker. De you want it read ? 

Senator Frear. Do you have time to hear it? 

Senator Bricker. Yes, indeed, 

Mr. Burrerr. How does redeemable currency prevent loose fiscal 
policy ? 

Loose fiscal policy results when the beneficiaries of such spending 
can exert stronger pressure on Congress than the taxpayers who must 
foot the bill. 

Groups who will benefit from additional spending can use intensive 
and persistent pressure to cause Congress to vote funds toward that 
end. You know those pressures. 

You also know that your taxpayers cannot afford to spend equal 
time resisting those pressures. ‘hey are too busy earning their own 
living to regularly battle against the steady stream of pressure groups 
in Washington. 

Under the gold standard the taxpayer would have an equalizer. 
Whenever he felt that the value of his savings was imperiled by rising 
Federal spending, he could go to the bank and ask for gold in ex- 
change for his bank deposit. If Congress seemed about to be over- 
whelmed by reckless spending schemes, the demands by citizens for 
gold over the country would soon become serious. This alarm in turn 
would quic ‘kly be reflected in the Halls of C ongress. 

When that happened you legislators would have an unanswerable 
argument with which to confront the spending groups. Then, in fact 
and in truth, you wouldn’t have the money or the means of getting 
it—and you could stand pat against Treasury raids. 

The full strength of the thrifty taxpayers of the Nation would 
bulwark your position. 

Senator Bricker. Thank you very much. 

Senator Frear. Were you here yesterday morning? 

Mr. Burretr. Yes, sir. 

Senator Frear. Did you hear the testimony of the Chairman of 
the Board of Governors of the Federal Reserve System ? 

Mr. Burretr. Yes, sir. 

Senator Frear. And also that of Mr. Burgess ? 

Mr. Burretr. Yes, sir. 

Senator Frear. Could you reconcile their views as to the timing 
of a return to the gold standard? 
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Mr. Burrer. I found that impossible, Senator. Those two men 
are of course great experts on this matter. But as I heard their 
testimony, Mr. Burgess said the time was not right for this return 
because of certain uncertain conditions and problems that existed. 
Mr. Martin said the time was not right because everything was going 
along fine and we didn’t need it now. They sort of reminded me of 
the fellow who had a leak in his roof. He couldn't fix it when it was 
raining, and when the sun was shining he didn’t need to fix it. 

Senator Bricker. Who said, “The way to resume is to resume”? 

Mr. Burrer. That was the distinguished Senator from Ohio, John 
Sherman. 

Senator Frear. You found it impossible to reconcile the views of 
the two very important witnesses that we had yesterday. 

Mr. Burrett. They said just the opposite from each other. 

Senator Frear. You would agree, however, that they are in a posi- 
tion to know the fiscal policy of the present administration ? 

Mr. Burretr. Yes, sir. 

Senator Frear. I don’t say that in any criticism of the present 
administration whatsoever. I want you to bear that in mind. But 
it does seem to carry out the idea, in the light of some of the testimony 
yesterday, that it is a continuation of the previous administration’s 
fiscal policy to a very large degree; is it not? 

Mr. Burrerr. Yes, sir. 

Senator Frear. But still with that in mind we haven't gotten the 
answer, any definite answer at least, or any firm answers as to when 
a proper time would be for currency conversion ? 

Mr. Burrett. No. 

Senator Frear. You know what I mean by “currency conversion”; 
that is a free market in the currency or a free gold standard. 

Mr. Burrert. The dollar has lost 43 percent of its value since 1939. 
While we are on a plateau now there is considerable evidence it won’t 
be long until another slide starts. 

Senator Frear. I am sorry I didn’t hear all of your testimony. 
But did you comment on the bill that standardizes gold at $35 an ounce? 

Mr. Burrerr. All my testimony is in support “of the Bridges’ bill 
to restore the gold standard at $35 an ounce. 

Senator Frear. To restore to a gold standard with a value of $35 
an ounce ¢ 

Mr. Burrerr. Yes, sir. 

Senator Frear. Thank you, Mr. Chairman. 

Senator Bricker. The next witness will be Mr. James Washington 
sell, professor of money and banking, Northwestern University, “and 
president, Economists’ National Committee on Monetary Policy. 
Professor Bell, will you give your name to the reporter and proceed 
by reading your statement or presenting it for the record, inter- 
polating or reviewing it, as you desire. 


STATEMENT OF JAMES WASHINGTON BELL, PROFESSOR OF MONEY 
AND BANKING, NORTHWESTERN UNIVERSITY; PRESIDENT, 
ECONOMISTS’ NATIONAL COMMITTEE ON MONETARY POLICY 


Mr. Berti. Thank you. I appear here in support of S. 2332. I 
have written out a statement which I should like to read in full, but 
I do not know that time will permit me to do that. 





GOLD RESERVE ACT AMENDMENTS 95 


Senator Bricker. You may proceed. 

Mr. Bet. I shall take the liberty of paraphrasing and omitting 
if time will not permit my completing it. 

First is the summary. It is the purpose of this statement to present 
evidence that the gold standard system is not per se a cause of business 
cycle fluctuations but is merely an institution within which the mone- 
tary and credit system operates. Sophisticated critics realize this 
but claim that present-day structural changes and new objectives make 
the operation of the gold standard unworkable. 

An erroneous belief still persists that the gold standard was re- 
sponsible for the depression of 1929-33 and that we were forced to 
abandon the gold standard in 1933. It came out in the testimony 
yesterday. 

It seems fairly clear that this belief is a delusion—a delusion which 
can be traced to popular misunderstanding of the facts, aided and 
abetted by public misrepresentations. The collapse of the banking or 
credit system and coincidental economic crises leading to liquidation 
and depression were associated in the minds of the people as cause- 
and-effect relationships. The suspension of gold payments drama- 
tized the breakdown of the monetary system in many foreign coun- 
tries from 1929 to 1931 and people concluded that the gold standard 
was responsible for the collapse and the depression that followed. 
Misleading explanations of the short but violent fluctuations in gold 
movements in 1931-32 aggravated bank failures, and uncertainties 
concerning the future of gold and of the dollar provoked another run 
on gold early in 1933. ‘Subsequent propaganda statements ration- 
alizing the abandonment of the gold standard and the devaluation of 
the dollar were, in the atmosphere of contemporary disturbance and 
uncertainties, accepted as historical facts. 

The operation of the gold standard was not the cause of the crisis 
of 1929 and the ensuing depression in the United States. The record 
shows that although bank credit collapsed the gold standard was never 
in jeopardy. The record also shows that, although credit maladjust- 
ments and the weakness of our banking structure were serious, the 
nationwide closing of banks could have been avoided. An analysis 
of the facts indicates strongly that the credit maladjustments of 
the twenties would probably have occurred even if we had been off 
gold at the time and, indeed, they might have been worse without the 
limitations and restraints imposed by the operation of the gold stand- 
ard system. 

The real causes of the 1929-33 depression are to be found in the 
economic maladjustments—domestic and international—which de- 
veloped during the “New Era” boom of the twenties. Whether or 
not these madadjustme nts could have been avoided involves many 
controversial issues but any proposal to abandon the gold standard 
in the United States at that time was not one of these issues. 

Two additional points may be added as a sequel to the above—which 
will not, however, be treated, except incidentally, in this statement. 

The abondonment of the gold standard in 1933 permitted, yes, even 
invited, the adoption of other monetary objectives than that of main- 
taining the value of money stable in terms of gold. These other objec- 
tives, that is, price stability at a high level of employment, might 
well have been accomplished under the gold standard. Without the 
discipline of the gold standard, faulty economic policies were adopted 
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which unnecessarily prolonged the depression, which lasted until 
World War IL. 

The return to the gold standard by the United States would be ¢ 
salutary move; it is feasible now; and we need not wait for others 
to lead the way. 

Sophisticated critics of the gold standard realize that a set of rules 
or practices is not per se a cause of business fluctuations and most 
of them appreciate that human institutions do not operate mechani- 
cally like an automaton, but they maintain that the essential features 
of the full gold standard system are no longer workable. They take 
exception, particularly (a) to the free convertibility of nonmonetary 
gold into monetary gold at a fixed price at the Government Mint 
and vice versa (by citizens of the United States as well as by for- 
eigners, other than governments and central banks); and (6) to the 
redeemability of all lawful money, coin or paper, into gold at face 
value. 

These critics maintain that the so-called automatic operation of the 
gold standard system has ceased to be realistic since 1914, when the 
Federal Reserve System was established; that economic conditions 
since then have been less favorable to the gold standard; that gold 
reserve ratios can no longer serve as the guide to credit policy; that 
the gold standard signals are likely to come at the wrong time and 
even indicate the wrong direction for credit policy; that the gold 
standard system does not apply an automatic brake on the boom, and 
breaks down in a crisis when most needed; that when domestic con- 
siderations are paramount monetary authorities are forced to “violate 
the rules of the game” by “neutralizing” or “sterilizing” gold reserves, 
thereby nullifying credit expansion and its effects on prices, interest 
rates, income and employment, and so forth, and thus making the 
gold standard an obstacle rather than an aid to stability. They point 
out that the Federal Reserve System was created in part to compen- 
cate for the inflexibility of the money supply under gold. Finally, to 
quote Allan Sproul of the Federal Reserve Bank of New York: 

The integrity of our money does not depend on gold convertibility. It depends 
on the great production powers of the American economy and the competence 
with which we manage our fiscal and monetary affairs. 

These criticisms come quite uniformly from those who favor un- 
restricted monetary powers in the hands of administrative authorities 
rather than rules which permit free choice in the market. Also, these 
criticisms, though this may seem inconsistent, are most often made by 
“internationalists.” 

Senator Bricker. That has been something that has been hard for 
me to understand, Professor Bell. Why is it so? 

Mr. Bex. The fact that internationalists seem to have—— 

Senator Bricker. Yes; it has been referred to once before this 
morning. 

Mr. Bexx. Because it is the same people that favor more power and 
influence and authority by Government agencies and planning. 

Senator Bricker. It is just an incident of the whole philosophy of 
the centralizing power of the Government ? 

Mr. Beti. Managed paper money or limited gold standard money 
implies a greater degree of control than the full gold standard would. 
So you might suspect that the people who are in favor of planning 
would be against the gold standard. 
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It is, indeed, true that our banking system, under the Federal Re- 
serve System, provides an extremely efficient mechanism for credit ex- 
pansion and contraction. In this respect, however, it is a counterpart 
of the British system which, with its Bank of England, operated very 
successfully for a century under the gold stand: ard system. By im- 
plication a more powerful model calls for more careful and inte ‘lligent 
management and direction, but it does not follow that the basic princi- 

ples of the gold standard system should be discarded. Ours is still a 
credit system dependent upon public confidence. There is, in any 
credit system, a limit to debt-money expansion, a limit which is related 
to the ratio of cash reserves, which represent the form of asset into 
which the debt is redeemable and to the quality, soundness, and liquid- 
ity, of the other bank assets convertible into reserves in time to meet 
the creditors’ demands. In other words, the total amount of all cur- 
rency or gold in the country is only a small fraction of the total de- 
posits of all the bankers. When holders of debt money begin to doubt 
that their claims are “as good as gold” they may call for their redemp- 
tion or payment. When confidence beeomes shaken in the debtor’s 
willingness or ability to pay, the liquidity and soundness of the debt 
is tested. If the debtor inst itution lacks cash reserves or means to get 
cash and “suspends payment,” it is bankrupt. If the pressure to 
liquidate bank-deposit claims becomes general, the whole system may 
become involved and eventually break down. The reason for this 1s 
that even perfectly sound assets cannot be converted into cash “under 
the hammer” except at panic prices far below their real value and, 
when a few banks begin to unload, the pressure on the market spre: ids 
the distress. Closing some exits in a crowded building puts greater 
pressure on those still open. Mismanagement or untoward pressures 
brought on by exigencies such as wars may cause a breakdown of any 
fractional reserve or credit system. If public confidence involves only 
hank credit it is quite possible for the credit system to collapse while 
money, that is, the dollar, is still firmly established. The dollar may 
rest on full faith and confidence in Government credit, as is the 
domestic dollar today, or on the full gold standard, as it was prior to 
1933. The question is, which is sounder ? 

This background should help us to see events in the light of prin- 
ciples and to explain why the gold standard, after a long and sat- 
isfactory record, became discredited in recent years in those countries 
that were unable to maintain their solvency and were forced off the 
gold standard, as well as in the United States when it was thought 
that the gold standard would be a handicap in carrying out public 
policies designed to promote economic recovery and full employment. 

An erroneous belief still persists that the gold standard was re- 
sponsible for the depression of 1929-33, and that the collapse of the 
banking system forced us “off gold” in 1933. The implication drawn 
from this belief is that it would be unwise to return to the gold 
standard because the same or similar forces would bring on a  de- 
pression and throw us off gold again, leaving us worse off than before. 

The delusion that it was the gold standard that was to blame can 
be pretty definitely due (a) to the widespread breakdown of the 
gold standard in foreign countries during 1929 to 1931, and (db) to 
the effect of conte mporary paritsan statements which were accepted 
almost as historical facts and the subsequent propaganda rationaliz- 








98 GOLD RESERVE ACT AMENDMENTS 


ing the abandonment of the gold standard in 1933 and the final de- 
valuation of the dollar in the Gold Reserve Act of 1934. 

The real causes of the 1929-32 depression are to be found in the 
economic maladjustments of the 1920’s, both here and abroad. This 
was not fully understood at the time when it was thought that we 
were safely established on a “New Era” plateau of prosperity. When 
the collapse occurred it came as a great shock and surprise and one 
can hardly wonder that the layman was ready to accept any “au- 
thoritative” statement that carried plausibility. Professor J. A. 
Schumpeter asserted that 

One of the most common indictments leveled at economists was their alleged 
inability to offer a satisfactory explanation of the world crisis of 1929-382. 

Sut inability to forecast is an indictment which might apply equally 
well to a physician who assures his patient that he is in good health 
a moment before his patient walks out of the office and drops dead 
or is run over by a truck and killed, 

In the light of historical perspective, it is now fairly clear that 
an understanding of the business cycle history of the twenties, and 
on into the thirties, lies in the causes and nature of the unusually 
prolonged period of high investment in producers’ and consumers’ 
durable goods. In times past excessive investments and consumption 
had ultimately been checked by credit limitations, but during the 
1920’s a new factor, the Federal Reserve System, provided a steady 
supply of bank credit. Full employment, a high level of income : and 
high propensity to consume, borne of optimism, sustained the demand 
for goods and a rising tide of speculative fever accounted for enor- 
nious flotations of new security issues and a boiling stock market. 

The “New Era” optimism was reflected particularly in the pro- 
motion of new enterprises, real-estate booms, and in the development 
of a variety of unsound financial practices in both short- and long- 
term markets. Inflation had taken place more in security values than 
in commodities and, although a decline in business itself had already 
appeared in the summer, it was the dramatic break in the stock mar ket 
in the fall of 1929 which brought on the painful liquidating process 
and the suave qui peu struggle which our banking and business struc- 
ture was not designed to meet. 

The chief underlying factors responsible for the high level of in- 
vestments and the areas in which we find evidences of economic mal- 
adjustments in the 1920’s may be enumerated as follows: 

(1) Real estate, both urban and rural: The peak of a long-term 
building cycle was reached around 1926; and, in the agrarian sector, 
mor tgages made the plight of the farmer serious. 

(2) Market saturation of durable goods: Rapid technological 
change, with increased labor productivity, quickly produced a market 
saturation of some commodities, especially of durable consumer 
goods. The full impact of the automobile made itself felt during 
this decade, as did the expansion of relatively new industries such as 
electric power and equipment, radio, movies, and so forth, together 
with the pent-up demands for plant and machinery after World War 
I. Activity in the railroad and public utilities industries was also 
an influence in bringing about full employment and a high level of 
income. 
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(3) Speculation on the stock market: Security values had been 
wala to unwarranted figures—figures representing investments made 
which were not justified in terms of long-run profit. possibilities. 
The September 1929 average weekly index of stock prices stood at 
me = the 1926 base of 100. 

4) A vulnerable debt status in all the above fields, namely: Urban 
a farm real estate, consumer credit and security speculation, re- 
rae from both reckless borrowing and audacious lending. 

5) The weakness of the U nited States banking system produced 
three bank-failure epidemics and had a demor alizing effect on public 
confidence. 

(6) An elastic credit supply, and, except for brief intervals in 
1924 and 1927 (total Federal Reserve bank credit was permitted 
to fall from $11 billion to less than $1 billion early in 1924 and from 
nearly $2 billion to slightly over $1 billion early in 1927 while Federal 
Reserve rates were maintained, hence this represented a relatively 
tighter credit policy), and easy Federal Reserve money pallies pro- 
duced adequate bank credit to finance both business needs and the 
speculative boom in securities and real estate. There was no shortage 
of capital, and business, becoming increasingly independent of banks, 
was not handicapped by lack of bank credit, despite the alleged diver- 
sion of commercial credit to the speculative security market. Actu- 
ally, security loans were a source of inflationary purchasing media 
that stimulated business via speculators’ purchases of automobiles, 
new homes, furs, and the like. 

(7) Stable prices and high business profits produced delusions that 
“business was fundamentally sound.” The efforts of the Federal 
Reserve authorities were directed to the stabilization of the price 
level, that is, commodity prices at wholesale. With the “discovery” 
in 1933 of the instrumentality of open-market operations as a method 
of credit control, that is, voluntary buying or selling of bills or securi- 
ties to ease or tighten credit through adding to or substracting from 
reserves of member banks, the Federal Reserve banks were no longer 
dependent upon discount rates, which were ineffective when member 
banks were in no need of borrowing. So great was the faith of the 
people that stable prices spelled stable business and that stable prices 
could be controlled by regulating the supply of money that bills were 
submitted in Congress for the purpose; for example, the Steagall bill 
in 1923 proposing a stabilized compensatory dollar and the Stern bill 
in 1927 providing for a Federal Reserve mandate to keep the price 
level stable. In the latter twenties my friends on La Salle Street 
chided me about continuing to give my courses in business cycles, with 
such comments as, “Don’t you know that we have learned to lick 
business cycles?” Businessmen and bankers, too, were very com- 

lacent about economic conditions right down to September 19, 1929. 

have heard it said that the Harvard Business Service had to go out 
of business because they didn’t know how to allow for the effect of 
Federal Reserve policy on their barometric money curve (C) in mak- 
ing forecasts after 1927. The objective of commodity price stabiliza- 
tion proved to be a delusion. We were amazingly successful in 
attaining this goal, but in stabilizing ee prices we permitted 
other sectors of the economy, that is, real estate, consumer credit and 
the speculative security markets, to Boose dangerously inflated. 
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(8) Our domestic situation was complicated by our international 
economic relations. We made vast loans abroad, public and private, 
short term and long term. Some $8 to 9 billions of foreign loans had 
sustained trade and payment balances, that is, we sold more than we 
bought and made loans to foreigners so that they could pay us back. 
Proceeds from these loans were not always wisely used, that is, German 
public expenditures. The British had overvalued the pound when 
they followed the recommendation of the Cumliffe Commission in 
1919 to return to prewar parity—$4.86 in our exchange. The United 
States, being a heavy creditor country, attracted gold, but gold 
imports were not effective in expanding bank credit and raising prices, 
oe income, and so forth, because the Federal Reserve ‘ ‘neutral- 
ized” or “sterilized” the gold flow by offsetting sales of securities in 
the ope n market, thus taking as much money out of the market as was 
put into it. This so-called “gold paradox”—originally so-called by 
our present Undersecretary of the Treasury W. Randolph Burgess— 
was perhaps the first example of a systematic, planned central bank 
policy to supplement discount with open market operations so as to 
stabilize credit in order to hold down the price level, and incidentally 
making it more difficult for England to get back on the gold standard 
in 1925. 

The unwillingness of central banks to play according to the rules 
of the game was criticized by Keynes and his followers as “a weak- 
ness of the gold standard.” The gold delegation of the Financial 
Committee of the League of Nations, reporting in June 1982, also 
deplored the measures taken “in recent years” by central banks to 
offset gold movements as being “fundamentally in contradiction with 
the gold standard system,” and they called attention to a logical 
conflict between the gold standard and domestic monetary stability: 
The former imposes external control; the latter must, under some 
circumstances, insist upon isolated, internal control. This J. H. 
Williams, in 1932, called “the fundamental conflict between the princi- 
ples of central banking and the principles of the gold standard. Cen- 
tral banks not unreasonably feel it necessary to hold surplus reserve 
for protection against internal and external drains, but the gold stand- 
ard assumes that banking systems are loaned up, that gold reserves are 
being fully utilized.” 

This so-called conflict is not one between central banks and the 
gold standard but is based rather upon a difference in economic 
objectives, namely, whether to emphasize domestic stability or inter- 
national stability. As long as we trade with foreigners our economy 
will be affected by events abroad and we must face the prospect of 
making compromising adjustments. Foreigners likewise must make 
choices. Central bank policy complicates the picture but the long-run 
problems are not made easier by going off the gold standard. 

England, a heavy debtor country after World War I, hav ing decided 
to go back to the gold standard at a prewar parity, found it very 
difficult to make the nec essary economic adjustments to attain that 
end. International stability could be obtained only at the cost of much 
domestic instability, and Keynes et al. w anted domestic stability, 
with emphasis on domestic factors, that is, prices and employment 
rather than the prerequisites of international balance. The gold 
standard obviously had to break down but England abandoned it 
reluctantly and only after a valiant struggle w hen she discovered that 
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she couldn’t have both stabilities. A very natural assumption was 
made that the world’s monetary gold stocks were inadequate, and 
indeed, it became a popularly accepted view that a shortage of gold 
exercised a general deflationary pressure on credit and prices which 
eventually brought on the 1929 coll: apse. However, the gold delega- 
tion, referred to above, found that the trouble lay not in any overall 
shortage of monetary reserves, but in their maldistribution, and that 
maldistribution of gold, in turn, proceeded from a fundamental dis- 
equilibrium in underlying trade and capital movements—England, 
following an antideflationary policy on a high price and exchange 
level basis, lost gold because it had a higher v value elsewhere, that 1S, 
in the United States and France. 

What part did the gold standard play in the great United States 
boom that preceded the great depression? At least it provided a stand- 
ard of value by which a few saner persons could jade the extent of 
the distortions that developed. If their wiser actions did not prevert 
the “bust” they surely tempered it. It is not clear that a different 
Federal Reserve monetary policy, 1927-29 or earlier, would have 
prevented the depression although it might have helped to make it 
less severe. There were those who believed that credit expansion, 
both short- term and long, had reached the limits of prudence in 1927 
and got out of the market. Though some got back in again this 
influence must have mitigated extreme effects. Bad as the situation 
was, the limits of credit expansion under the gold standard were not 
even approached—Federal Reserve ratio averaged 63.3 percent for 
1928—and the situation could have been worse. Had we not had an 
ample supply of gold and a favorable balance of payments, pressure 
on our banking reserves even might have operated to tighten credit 
and might have involved a breakdown of the gold standard. How- 
ever, during the 1920's hardly a whisper was heard in the United States 
against the gold standard and how it operated. But the ground was 
being prepared abroad for a change of attitude as we shall presently 
see. 

Why did the United States abandon the gold standard in 1933: 
Foreign countries made valiant efforts to operate under the gold 
standard, but world trade and financial relations led to a m: aldistri- 
bution of monetary gold which made it difficult for England and other 
countries to return to the gold standard and impossible to maintain 
it. Inthe United States, however, the operation of the gold standard 
was not the cause of the crisis of 1929 and the ensuing depression. 

Gold standard considerations undoubtedly aftected credit policy, that 
is, the sharp rise in Federal Reserve discount rates to stave off gold 
outflow in the fall of 1931, mid-1932, and in early 1933, but our posi- 
tion as the world’s largest holder of monetary gold was never seriously 
threatened. When we eased off the gold st: andard it was not because 
we were forced off. It was a deliberate, political, decision and an 
unnecessary one so far as economic considerations were concerned. 
A strong case can be made that we would be living in a much happier 
world today had we made it our business to stay on the gold standard 
in 1933, rather than abandoning it in order to make way for a managed 
inflation. This story must be told in some detail. 

The worldwide liquidity crisis started when some debtor countries 
with adverse trade balances were unable to export enough to meet 
service charges on their external debt. The situation first became 
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acute in raw material countries, that is, Australia and Argentina, 
which were forced off gold late in 1929. When heavy United States 
loans abroad were sharply reduced in 1928—our stock market boom 
and rising interest rates were a factor—balance of payments difficul- 
ties affected other countries, some of which had large foreign balances 
in London and New York. The situation was aggravated by short- 
term capital movements, “hot-money” and when the liquidity crisis 
eventually caused worldwide breakdown of the gold standard in 1931, 
the pressure of liquidation was shifted to the United States markets. 

The heaviest gold withdrawals from the United States were felt 
in September—October 1931, when some $725 million worth of foreign 
funds were converted into gold. (About three-fifths of this gold was 
taken by France which had decided to stabilize the franc at a greatly 
undervalued figure in 1926.) During November—December we had 
staved off the gold assault and the gold flow was again reversed— 
United States monetary gold stock increased by $170 million—but 
1931 as a whole showed a net loss of gold amounting to about $135 
million. Gold withdrawals again increased during the first half of 
1932, reaching a total of nearly $500 million in May and June. By 
the end of the 9-month period from September 1931 to June 1932, 
our monetary gold stock had fallen by $1.1 billion. However, state- 
ments that the gold standard was to blame and that heavy gold 
withdrawals caused an economic collapse and depression in this coun- 
try were misleading. In the first place, gold withdrawals were chiefly 
foreign, ranging from a monthly average of less than 1 percent to 
nearly 16 percent of our monetary gold stock—in October 1931—if 
we include gold earmarked for foreign account, and from 8 percent 
to about 13.5 percent in 1932, whereas domestic gold hoarding was not 
significant in amount. Average gold in circulation varied from 1.5 
to 2.5 percent of total gold stock in 1931 and from 2.75 to 4.30 percent 
(June) in 1932. Gold circulation was declining during the 1920's and 
reached its lowest ebb just before and after the 1929 crash. The 
demand for gold certificates increased somewhat but even during the 
periods of greatest gold withdrawals these did not exceed amounts in 
the 1920's. 

Thus it is safe to conclude that the United States crash was not 
caused by foreign developments, it was domestic; and the lack of con- 
fidence was not in our money but in our banks. The drastic liquida- 
tion, bank failures, and deflation marked by a drop of 40 percent in 
the price level represented a shake-down of excessive debt and a 
wholesale readjustment of speculative overinvestments and other 
distortions which had taken place in the late 1920's. 

Senator Frear. You don’t feel we are in that same condition now ? 

Mr. Betz. Not in the least. There is no similarity between condi- 
tions today and the overextended speculative inflationary excesses of 
the 1920’s. 

Senator Frear. I agree. From your statement I certainly did 
think that what you said is true, but to emphasize it I asked the 
question. 

Br. Betx. Whatever the causes, rockbottom of the depression had 
probably been reached by 1932 and business, badly chastened, was now 
about ready to work its way out of the dumps. 

Federal Reserve monetary policy was beginning to work February- 
June 1932: A close study of the business and credit situation in the 
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first half of that year reveals that a sound and wholesome recovery 
was taking place which could have become a lasting recovery had it 
not been for purely artificial economic uncert: Linties brought about 
by the politics of that election year. 

The story is an important chapter in economic and political history 
and is too involved to relate in full on this occasion. It begins with 
the passage of the Glass-Steagall Act of February 27, 1932, which 
enabled the Federal Reserve banks to use United States bonds as se- 
curity for Federal Reserve notes, instead of gold or eligible commercial 
paper, thus greatly increasing the ability ‘of Federal Reserve banks 
to pursue a liberal credit policy and to meet the demand for currency 
and credit. Under this new act, the Federal Reserve banks engaged 
in what was subsequently referred to as the greatest central banking 
experiment in history. By July they had purchased Government se- 
curities totaling almost $1.1 billion. This is, incidentally, prec isely 
the amount of gold loss from September 1931 to June 1932. The ef- 
fect was to help the banks to meet further currency drains and to in- 
crease their reserves. This initial impulse set in motion forces which 
enabled commercial banks (a) to pay off their debts, (b) stop forced 
liquidation of their customers’ obligations and (c) start expanding 
their credit. The short-term paper and gilt-edge bond market 
strengthened, business loans began to increase, inventory and wage 
payments revived, and all the symptoms of business activity were 
getting underway—first in the sensitive financial centers, then in the 
Reserve city satellites. 

Even the country banks were beginning to reflect improvement until, 
in June, the whole pattern became blurred when another flurry oc- 
curred in the international money market. This effort did not strain 
Federal Reserve bank resources. ‘The Federal Reserve ratio was 
drawn down to be sure but these percentages were high to begin with. 
Even at the low point of 56.3 percent in July 1932, excess reserves of 
nearly a billion dollars could be made available for further multiple 
credit expansion and a reversal of eal flow further augmented the 
credit expansion potential. 

The low point of gold stock, of about $3.6 billion was reached in 
June-July. This was still equal to one-third of the world’s monetary 
gold supply and it represented a ratio of over 8 percent of the total 
money—currency and bank deposits—in the United States, a ratio 
which was higher than the gold reserves which had financed the in- 
flationary booms of 1929 and 19: 20, respectively, and one that was not 
out of line with other pre- and post-World War J years 

The monetary gold stock increased by more than $50 million in July, 
by more than $100 million in the next 2 months, $75 million in October 
and November, and almost $200 million in December. The resulting 
net increase, for the year as a whole, amounted to $53 million. Also, 
the banking system had its reserves increased from two other sources, 
namely, the return flow of currency and the issue of new national 
bank notes. 

In mid-July and August general conditions took a more favorable 
turn. A reversal of business sentiment occurred. The gold drain 
had been met; banking disturbances had been quieted by liberal sup- 
port from the Reconstruction Finance C orporation ; r adical inflation 
proposals had been forestalled; the security markets experienced a 
vigorous upturn which carried into early September; and production 
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and trade showed a marked revival which was worldwide in character 
and which was well maintained to year end. Some 18,000 commercial 
banks with $36 billion deposits had a record level of $580 million 
excess reserves and it seemed that the threat to the banks had been 
overcome. However, trouble was again appearing. Bank closings 
for December 1932 had shown a decided increase. 

A sound economic recovery was nullified by political disturbances: 
The recovery which had taken on such a definite pattern in August 
became hopelessly blotted out as the political campaign grew more 
and more heated and public confidence in commercial banks became 
completely shaken during the period from November 1932 to March 
4, 1933. Instead of a recovery pattern we trace a pattern of currency 
hoarding and bank failures. From 24,000 commercial banks at year- 
end 1929, the number had become reduced to less than 14,000 by 
June 1933, 

The first wave of bank suspensions occurred in November—December 
1930. During 1931, 2,293 banks failed and in 1932, 1,453, but the 
great wave of suspensions started in December 1932, and snowballed 
until the nationwide bank moratorium was declared by the President 
on March 6, 1933. (For the year 1933—practically from January to 
March 4—some 4,000 bank suspensions occurred.) Money in circula- 
tion rose from $5,358 billion in January to $7,250 billion on March 8. 
Most of this was in the form of Federal Reserve notes, although some 
increase occurred in gold coin and certificates. The emergency sub- 
sided quickly and currency flowed back to the banks. Circulation 
dropped right back to its previous level again. This is most convinc- 
ing evidence that people had no lack of confidence in our money nor in 
the gold standard. 

It seems hardly necessary to elaborate the reasons for collapse of 
the banking system, except to say that no analysis of the economic 
facts can account for it. Liquidation in the United States had about 
run its course and conditions abroad were stabilizing. Leading coun- 
tries, forced off gold in 1931, wanted to return to the gold standard 
and there was general approval of it at the close of 1932. The only 
plausible explanations of the collapse are political. , 

There is a farily voluminous literature dealing with this contro- 
versial period, but most of it is of propaganda character designed 
to rationalize party policies and hence of little scientific value. How- 
ever, some writers, reviewing events after the heat of political emo- 
tions had died down relate the story with historical perspective. For 
instance, Mr. Arthur A. Ballantine, who was Under Secretary of the 
Treasury at the time, wrote a well-balanced and objective account 
of the events which led to the bank moratorium in an article entitled 
“When All the Banks Closed” in the Harvard Business Review for 
March 1948. Here he points out that though both political parties 
had adopted “sound money” planks in their platforms the meaning 
of what was “sound” began to take on new interpretations in ‘the 
course of events; that after the election a “lame duck” administration 
was powerless to ward off banking disaster without the cooperation 
of the President-elect and his party, who, in turn, were reluctant 
to take any responsibility for decisions until they were duly installed 
in office; and he quoted an astute observer who said that events from 
November 1932 to March 1933, “were shrouded in the mists of political 
controversy.” 
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Both parties must share responsibility for having associated the 
operation of the gold standard with the depression and the break- 
down of public confidence in ae credit. In his opening campaign 
speech at Des Moines, October 4, 1943, President Hoover, defending 
the Federal Reserve tight an policy, stated that we were on the 
verge of being forced off the gold standard in November 1931, when 
the United Kingdom and other countries, after they themselves were 
forced to suspend gold payments, began withdrawing their balances 
from New York. Senator Glass telegraphed from his sickbed Octo- 
ber 7, denying any official expression of the “slightest concern over 
the gold sts indard” and “scouted the idea that there was the remotest 
chance of anything of the kind.” Even Mr. Roosevelt later chided 
President Hoover for having made such a statement. 

On the other hand, the Democrats, who had promised to cut the 
Federal budget 25 percent and campaigned on a “sound currency 
to be preserved at all hazards” plank, permitted rumors of dollar 
depreciation and gold manipulation to spread abroad without any 
denial. Instead of cooperating with President Hoover on the Glass 
bank reform bill, Mr. Roosevelt conferred openly with the so-called 
committee for the nation, a group favoring a paper money standard. 
Instead of joining President Hoover in reassuring the American 
people concerning matters of foreign debt settlement, currency re- 
demption and dollar devaluation, Mr. Roosevelt maintained a strictly 
aloof and noncooperative attitude and instructed his cabinet ap- 
pointees to do likewise. By January—February 1933, it became widely 
suspected that the new administration was planning changes in our 
monetary standard of values. Thus rumors and events confirming 
rumors led to hoarding and bank runs and an “emergency” was effec- 
tively created March 4, 1933, the first of a continuous succession of 
emergencies that have extended over a period of more than 20 years, 
and still seem to be with us. 

The bank moratorium and the abrogation of the gold standard: 
The bank moratorium nay an excuse and a step toward the abandon- 
ment of the gold standard. In rapid succession specie payments were 
suspended for an indefinite period of time (March 6, 10, and April 20) ; 
monetary gold had to be turned into the United States Treasury; the 
gold clauses in all contracts were abrogated; the Thomas inflation 
amendment was passed permitting every inflationary device known 
to be used to “reflate” prices and decrease the debt perdon by means 
of money management, and later to monetize the Federal debt for 
the purpose of deficit spending; an expensive and unnecessary silver 
purchase was adopted—to the great injury of silver standard coun- 
tries; the promising London Economic and Monetary Conference in 
1923 was jettisoned to free the United States from foreign interference 
while engaging in money AR PHAHAOR: and the gold dollar was 
devalued to enocurage exports by bringing the dollar in line with 
other depreciated currencies. 

We abandoned the gold standard on March 6, 1933, to meet an 
“emergency.” It was expected at that time that the departure would 
be temporary and that the gold standard would soon be restored. It 
probably would have been reestablished with no more than minor 
changes “if the Government had been willing to make this the primary 
objective of its monetary policy. In the end, however, it was decided 
that other monetary objec tives were more import: int than maint: uning 
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the gold value of the dollar at its old level. We, therefore, remained 
off the gold standard during the remainder of 1933 and adopted a new 
and drastically changed gold standard in January 1934.” 

These decisions were made without benefit of the expert advice of 
monetary economists, without exploring the possibilities that these 
“new objectives” could be accomplished as well under the operation of 
the old gold standard. They were made on the naive assumption 
that a mechanical interpretation of the quantity theory of money 
would work to raise prices and bring about business recovery. 

Not enough gold? The evidence—I am quoting from L. V. Chan- 
dler in the 1935 revision of his Money and Banking, page 147— 

President Roosevelt’s assumption, as in his speech of May 17, 1933, that 
the United States did not have sufficient gold reserve to resume specie payments 
is open to doubt. The facts all point to an opposite conclusion: We had an 
adequate monetary gold stock and ample reserves to support a domestic credit 
structure which had been thoroughly deflated, as had prices, and at the same 
time afford full protection against any conceivable foreign balance of payment 
withdrawals. 

Gold withdrawals during this period, January to March 1933, re- 
duced our gold stocks from $4,266 billion to $3,995 billion and wold 
under earmark increased from $92 million to $370 million. Gold 
coin in circulation amounting to $158 million in October—end of 
month figure—started to increase in November, and reached a peak of 
$284 million in February. Gold continued in circulation in lesser 
amounts throughout the year 1933 and until the Gold Reserve Act of 
1934 put a stop to domestic circulation. Thereafter gold imports were 
resumed. The ratio of gold to currency plus total bank deposits in 1933 
was approximately 9 percent—a higher ratio than that of the late 
1920’s which had financed a great boom. The Federal Reserve ratio 
reached a low of 51.3 percent in March—when the peak figure of over 
$4 billion of Federal Reserve notes were in circulation—but excess re- 
serves of some $800 million were still available to meet further defla- 
tionary pressures. 

But there was no need for more gold; the real need was assurance 
that a dollar was still worth a fixed price in gold at the mint. Yet in 
1933, although we held over one-third of the world’s monetary gold and 
had reduced foreign credits to a low level and had restored confidence 
and minimized domestic hoarding, we nevertheless abandoned the gold 
standard and in 1934 devalued the dollar. It was a deliberate and 
eae y decision. The real reason for going off gold was that the 

New Deal didn’t want to be hampered in its ‘plans to manipulate money 
by any obligation to convert dollars into gold. 

There was little reason for the fear that the readoption of the gold 
standard would lead to gold exports and hoarding and hence c all for 
a tight money policy by the Federal Reserve banks or in other ways 
nullify or make ineffective sound monetary management. 

Nor was there any justification in January 1934, for the 41 percent 
devaluation of the dollar to match the depreciation which had taken 
place elsewhere. The argument used was that our exports, that is, 
wheat and cotton, were depressed because foreigners could not afford 
to buy them with high priced dollars on the exchange markets. 
Authors of the argument neglected to consider that foreign countries 
devalued their currencies and imposed import controls in order to 
check purchases and stimulate their exports and that our matching 
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their devaluations merely left them with the same fundamental im- 
balances which they had aimed to correct. From February 1934, 
merchandise exports increased to a high point of 104 percent in 
October 1937, and imports to a high point of 131 percent in March 
1937. From October 1937, on and until World War II with its lend- 
lease adjustments and so forth, exports were in steady excess of im- 
ports to the amount of approximately $100 million. We may ask: Is 
it a depreciating currency, rather than a sound one, that fosters trade ? 
Must the best currencies pursue the worst ones down so that all nations 
can retain their positions in the world markets by stimulating their 
exports and curtailing their imports? Is this a new prescription for 
increasing the wealth of nations, namely, to give more and receive 
less ? 

I have left out in this chronology of events an account of depreciat- 
ing the value of the dollar by means of the notorious gold-buying 
policy which, by raising the price of gold from $20.67 an ounce to 

$34.45 in the fall of 1933 and to $35 in January 1934, lowered the 
value of the dollar from 100 cents to 59 cents, where it was stabilized 
by the Gold Reserve Act of January 30, 1954. 

Economists viewed with some tolerance the emergency measures of 
March 6 and 9, and April 19 and 20, which closed the banks and pro- 
vided for reopening the strong ones, suspended gold payments and 
nationalized gold. They expected the United States to go back 
promptly since confidence was quickly reestablished. The abrogation 
of the gold clause in contracts June 5, and the AAA inflation amend- 
ment of June 12, shocked economists. The President’s message of 
July 3, to our delegates to the London Economic and Monetary Con- 
ference represented an astounding volte en face from international 
cooperation to national isolationism. But when the gold-buying 
program was announced in a nationwide “fireside chat” on October 22, 
and the actual gold price raising began on October 25, a spontaneous 
protest was heard from groups of economists all over the country. 
The revolt eventually crystallized in the formation of the Economists’ 
National Committee on Monetary Policy, November 17, 1933. 

This group of economists has followed with objectives and scientific 
interest the course of events under our present limited, international 
gold bullion standard and irredeemable domestic money. We have 
been anxious to see how effective devalued dollar and monetary »«li- 
cies, unrestrained by the discipline of domestic convertibility, have 
been in raising prices, stimulating business recovery, increasing 
foreign trade and reducing the debt burden. Most of the members 
of this group belong to the academic profession, are nonpartisan, 
and have no special interests to protect except the social interest and 
the search for scientific truth. As a matter of record, the majority 
of statements issued by the Economists’ National Committee on Mone- 
tary Policy have been critical of our monetary policies since 1933, 
and the minority of favorable statements have been concerned with 
matters of organization, and so forth. Would that it could have been 
otherwise. 

One would expect that if the gold standard is the culpable agent 
of depression, its abandonment would make recov ery easier and more 
conducive to efficient money management. What we discovered, how- 
ever, was that freedom from gold standard restraints permitted 
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manipulation of market forces and the growth of an unhealthy, in- 
flated credit. structure—principally by monetizing the huge public 
debt, and perpetuating a lack of confidence in an unstable dollar. 

We are forced to conclude that the abandonment of the gold stand- 
ard in 1933 produced a record of money management which can only 
be described as one of confusion. In the atmosphere of uncertainty 
and lack of confidence in money values prices bore no definite rela- 
tionship to the supply of money and business languished. The 
“stagnation” or “maturity” theory of depressions gained in popu- 
larity. It was only after the impact of World War II came to be 
felt that both prices and employment reached their predepression 
levels. There is little doubt that the abandonment of the gold stand- 
ard unnecessarily prolonged the depression of the 1930’s and instead 
of a stable dollar we have experienced fluctuations even more marked 
than before. Money management did not check a post World War II 
inflation and by March 1951 the purchasing power of the dollar 
reached its lowest level on record since the establishment of the Fed- 
eral Reserve System in 1914, 53 cents on a 1939 dollar. I think I shall 
stop here, Mr. Chairman. There is a section on, “Are gold reserves 
adequate today to permit the adoption of a gold specie standard ?” 
This testimony will appear in the testimony of other witnesses except 
for one footnote on page 24. I inserted this footnote after I had 
drafted the paper, thinking that someone might raise a fallacious 
objection. I was surprised that Mr. Burgess fell in that trap. I will 
read the footnote: 

Some critics maintain that the strength of our monetary gold reserves must be 
measured after giving effect to 100 percent of all foreign claims to gold, that is, 
not only in the form of earmarked gold and dollar balances held to their 
account in this country but also United States Treasury securities which can 
be converted into gold on demand. Except in the case of earmarked gold, 
there is no more reason to give priority to foreign claims in a fractional reserve 
system than to domestic claims. We have, therefore, included all deposits— 
along with currency—as gold claims in the ratio, but have excluded Govern- 
ment debt whether held at home or abroad. 

That would be a tremendous burden on the monetary system, to say 
that all Government bonds could be convertible into gold. That is 
my testimony. 

Senator Bicker. Thank you very much, Professor Bell. I wish 
all members of the committee might have heard your detailed state- 
ment. Iam sure all three of us here will review it with great interest. 
There are many questions we would like to ask if we had the time. 
I am sorry we don’t have the time to have a full explanation of 
every detail. Do you have any questions, Senator Payne? 

Senator Payne. No; except to say it is a fine presentation. 

Senator Bricker. I wanted to compliment Professor Bell upon his 
presentation. It is well worth reading over many times. Thank you 
very much. 

(The following was later received for the record :) 

SUPPLEMENT TO TESTIMONY OF JAMES WASHINGTON BELL, PROFESSOR OF MONEY 
AND BANKING, NORTHWESTERN UNIVERSITY 


NOW IS THE TIME 


We have listened to a number of witnesses. All favor a restoration of the full 
gold standard. There has been disagreement, however, about how and when 
to return to gold. With regard to the latter, official views conflict. 
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The Treasury view is that we need to wait until economic and political 
conditions are more settled, and until other countries are ready, too. 

The Federal Reserve view is that conditions are steady now and that we 
should not rock the boat; we should wait until the return to a full gold standard 
is needed to strengthen confidence in the dollar. 

No officials are willing to define the criteria or conditions essential to the 
adoption of this step. Those supporting S. 13 feel insecure about full redeem- 
ability at present price levels and strive to contrive a method of determining an 
equilibrium point between the supply of gold and the monetary plus nonmonetary 
demand for gold. 

There are only two ways of arriving at a conclusion: historical evidence and 
commonsense. Both point to the same evidence. 

All historical experience shows (a) that it is not necessary to return to gold by 
concerted international action. Strong countries have never had to wait for the 
weak and weak countries have not always waited for the strong. (Sweden 
went back to gold redemption in 1924, 1 year before the leader of the sterling 
area). (0b) If a country’s currency is not depreciated in terms of gold it is 
ready to resume payments with safety so long as budgets remain reasonably 
balanced and so long as foreign balance of payments are generally favorable. 

At the present time United States dollars are not depreciated in terms of 
gold abroad. It is anomolous that foreigners should have confidence in the dollar 
and Americans lack such confidence. 

Senator Bricker. The next witness will be Mr. Merrill E. Shoup, 
president of the Golden Cycle Corp., Colorado Springs, Colo. Will 


you give your name to the reporter? You may proceed. 


STATEMENT OF MERRILL E. SHOUP, COLORADO SPRINGS, COLO. 


Mr. Suovr. Mr. Chairman and gentlemen of the committee, my 
name is Merrill E. Shoup. I reside in Colorado Springs, Colo. I am 
president and director of the First National Bank of Canon 
City, Colo., and of the First National Bank of Cripple Creek, 
Colo., and am a director of the First National Bank of Grand Junction 
and the First National Bank of Colorado Springs, Colo. I am alsoa 
director of the Denver and Rio Grande Western Railroad Co. and am 
president and a director of the Golden Cycle Corp. and of the Holly 
Sugar Corp., as well as of some smaller enterprises. I am also repre- 
senting the Colorado Mining Association at this hearing. I was a 
member of the economics faculty of Dartmouth College in 1921-22 and 
of Brown University in 1923-24. Later I studied law and practiced 
in Colorado before becoming a corporation executive. 

Senator Bricker. What isthe Golden Cycle Corp. ? 

Mr. Suovr. It is a gold mining corporation at Cripple Creek. 

Although I have been associated with the gold mining industry 
of the Cripple Creek area for more than 20 years, I appear before the 
committee as a citizen interested in the general welfare of our country. 
There is no need to dwell on the very real problems faced by the gold 
mining industry during the war years and in the postwar era of infla- 
tion. A governmentally frozen price accompanied by ever rising costs 
just does not add up to a sound situation for those in the gold industry. 

I might say that we are getting in the uranium business. 

Your committee has before it for consideration Senate bills 1 13, 
2332, 2364 and 2514. These bills all relate to our money system in 
one way or another. As I read them the two bills, S. 13 and S. 2364, 
are intended to create a free market for gold within the United States 
provided such gold is newly mined within or newly imported into 
the United States. S. 2332 and S. 2514 are designed to establish 
gold convertibility and consequently relate much more intimately to 
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our monetary system. All of the proposals are in the right direction. 
Just a little over a week ago, the purposes of the first two, S. 13 and 
S. 2364, have been more than accomplished in at least one additional 
major foreign area, i. e., the sterling area. I have noted with con- 
siderable interest that the London gold market was reopened and that 
open trading in gold has been restored in that center of world trade. 

However, my primary concern is with the larger aspects of the 
problem and the need for a more complete and more affirmative solu- 
tion to the problem of sound money as visualized in S. 2332 and 
S. 2514. 

Through the ages governments have acquired a high degree of skill, 
often to the detriment of the public in the manipulation of money, 
credit and currency. Very early in the history of the modern ages, 
man discovered that gold was the ideal and stable medium of ex- 
change, and standard and store of value. Man also discovered that 
it was possible to adulterate gold and to gain circulation of debased 
coin by fiat. As late as the reign of Henry VIII of England, when 
the pressure for funds weighed heavily on the ruler, he merely mo- 
nopolized the coining of money and minted the infamous Blue Nose 
containing a heavy percentage of base metal. Of course, reinforcing 
laws were necessary to compel the public to accept the debased coin 
at its stated face value in payment for just debts. 

Today, governments have become far more skillful in the manipula- 
tion of money than they were in the crude days of debasement by 
inferior alloys. The debasement of coin has been replaced by hidden 
tolls growing from the debasement of currency. During the past 
century or two the crude system used by Henry VIII has been re- 
placed sometimes by the equally crude use of fiat currency and some- 
times by the adroit and skillful, but equally dangerous, debasement 
of an established currency. 

The history of the modern world shows that there are several steps 
which follow each other almost as night follows day. These steps 
are: First, currency debasement; second, issuance of stedeniaaiie 
paper or fiat currency followed by great government and consumer 
credit expansion leading to higher prices, higher costs, spiraling infla- 
tion and a steady decline in the purchasing power of money; third, 
when these inflationary forces become too great to be controlled, a 
collapse of the economic structure built upon inflated prosperity ; 
fourth, depression; and fifth, the return to sound currency and a 
drastic economic shakeout. 

Our Nation has passed through the first two phases of this historical 
cycle. Despite the fact that the 1932 party platform of the Demo- 
cratic Party contained a sound currency commitment, by April 5, 
1933, the President had issued an order forbidding the holding of 
gold coin, gold bullion and, with minor exceptions, gold certificates. 
By Public Resolution No. 10, approved on June 10, 1933, all gold 
clauses in contracts were dietietet and gold clauses in contracts were 
declared to be against public policy, and by August 29, 1933, the sale 
of gold to the arts and industry was regulated. 

Many other steps were taken by that administration, but the final 
result was that the ownership of gold coin and bullion, which through 
the centuries had been a personal property right, was taken away from 
all its citizens by our Government. These many acts which put us 
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on a fiat currency basis, an irredeemable dollar, set the stage for 
inflation and dollar depreciation. 

So long as gold and paper money were freely convertible and so 
long as the total amount of paper money which could be issued and 
in circulation was based upon a fixed ratio, the citizens could, by the 
redemption of currency, exercise some control over credit inflation and 
Government expenditure. When he lost that right, his destiny was 
placed in the hands of the money managers. I know that Government 
deficit spending and Government guaranties of credit in many ways 
are a factor in the problem. Many of us have sought some degree of 
stabilization of our dollar through a more sound budget policy, a 
sound Federal Reserve System and sensible debt management. 

While efforts of this type may lead to some good, these approaches 
to our problems are subject at times to manipulation by an individual 
or a limited group of individuals. It is only through a return to the 
full gold standard, to a system with a firm anchor, to a sound money 
system subject to the control of all of the citizenry through the right 
to redeem and the right to hold gold coin and gold bullion that we 
can have a fully sound monetary system free of the whims of indi- 
viduals and of governments. 

Gentlemen, many parts of the world either have been or now are in 
difficulty because of their adherence to paper money schemes. I am 
told that right now, in Formosa, the currency is being inflated at such 
a rate that interest rates range from 214 percent to 5 percent, not 
annually but monthly. Bank deposits are said to be 33 times as great 
as they were in 1949. A thing like that can happen when a currency 
does not have to be redeemed, but, if the currency had to be redeemed, 
the general public would quickly put a stop to such a situation. 

I recently made a speech before the Rotary Club of Los Angeles 
relating to this subject. In that speech, later published in the Com- 
mercial and Financial Chronicle—I should state also that it was 
inserted in the Congressional Record by Congressman Hiestand of 
California—I discussed the issues somewhat more completely than I 
have here and as I do not wish to burden the committee by talking 
for an unduly long time, I would appreciate it if that talk could be 
made a part of this record. 

Senator Bricker. Without objection, it will be made a part of the 
record and published at the conclusion of your remarks. 

Mr. Suovur. Thank you. I would like to quote a couple of para- 
graphs from the talk: 

Gold is the oldest and only generally accepted money known to mankind. 
According to my friend and associate, Barret Griffith of Colorado Springs, Colo., 
“God made gold before he made money managers and paper. As a matter of 
fact, God made gold before he made sex. Gold is mentioned in the 12th verse 
of the second chapter of Genesis. God didn’t make Eve out of Adam’s rib 
until 10 verses later. From gold’s origin told us in the Bible and history, there 
is every reason for gold’s value in the minds of men. Gold was given to us and 
has been used as a measure of wealth and for protection against governments. 
Because man accepted God’s gift of gold and sex there has always been com- 
parison of other values to them.” 

Gold is honest and is trusted by all the world as the basis of exchange and 
measure of currency value to a degree not even approached by any other thing. 
Gold is rightly regarded as better security than paper promises, notes, and cur- 
rency issued by governments. Gold is a commodity in unfailing demand, with 
wide acceptability. It exists in sufficient quantities to meet exchange needs, but 
is not so abundant as to lose its desirability; it is so durable it will not lose its 
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exchange power through decay or deterioration; it can be divided into small 
units and used in transactions involving small or large amounts; it is homoge- 
neous, and all parts or units have a uniform value and can be equally divided; 
it can be transported and is easily recognized; it has value stability so when 
contracts are made involving future payment of money, both parties can have 
reasonable assurance that payments made in the future in gold will have the 
same absolute and relative position at the end of the contract as at the beginning. 

So, it is no accident that gold alone for more than 5,000 years has possessed 
and still possesses more completely than any other commodity all characteristics 
of sound currency. Through the centuries no other medium has been found 
which as completely fits all monetary standards demanded by the worid. 

History records that, since the beginning of civilization, the nation possessing, 
at any given period, the greatest gold stock, if it has used that gold as hard 
money and in trade, has, during that period, always led the rest of the world 
in progress, achievement, and advancement. Chronologically, Portugal, Spain, 
Holland, France, and after the Napoleonic Wars, England, each in turn enjoyed 
great world leadership while each had and used gold. 

The way to convert is to convert: To restore convertibility, the first need is 
the will to do it. An American statesman, after the Civil War, discussing a 
return to gold convertibility, once said, “The way to resume is to resume.” In 
the present environment the way to make currencies convertible is to make them 
convertible. A return to free convertibility will create stability for our economy. 
First, it will hold to a large degree the economic gains our Nation has achieved ; 
second, it will prevent a further decline in our dollar and our savings, and when 
this is done the purchasing power of the dollar will become greater; third, it 
will take away from modern money managers, politicians, and bureaucrats 
the power to tax us in hidden ways by the use of irredeemable paper money and 
credit; fourth, it will help to eut and control the expenditures of all branches 
of our Government; and fifth, it will expedite all trade, the only alternative to 
fascism. Moreover, if, as, and when our American dollar is stabilized, made 
fully convertible into gold, the example will help the rest of the world to stabilize 
its currencies, to stop further debasement, and allow us to retain our construc- 
tive American influence. We can have peace, trade, and real prosperity. We 
can replace the hidden seizure of goods during war through inflation by crderly 
processes if each and every one of us insist upon hard money and sound currency. 
Depression can be warded off. Are we going to use the intelligence and great 
power of our people to do it or are we going to follow the primrose path to ruin? 
The answer lies in the hands of more than 150 million American citizens. 


(The material referred to follows :) 





[The Commercial and Financial Chronicle, June 25, 
Sounp Money or DEPRESSION 
By Merrill E. Shoup,’ president the Holly ‘Sugar Corp. 


Stating we stand on the threshold of collapse of our economic structure, unless 
stern measures are soon taken to end debasement of our currency, Mr. Shoup 
urges Congress enact pending bills to restore gold standard. Holds gold is 
world’s best medium of exchange, and concludes “we can replace the hidden 
seizure of wealth through inflation by orderly processes, under hard-money 
currencies.” 

California’s tremendous growth, both in your great Southland, and all the 
rest of the State, is the wonder of the world, and apparently there is no end 
to the population increase and prosperity ahead. Your growth parallels and ex- 
ceeds the progress America has made, particularly during the last 25 years in 
every line of endeavor. Today we enjoy, at least on the surface, the greatest 
prosperity in all our history. America has completely confused capitalists. 
Communists, and Socialists of textbook definition. American businessmen and 
industries under free enterprise have given our people more of the good things 
of life than the philosophies of socialism and communism have dared to 
promise. American businessmen, through efficient production. advertising and 
sales, have literally obliterated the distinction between class and social groups 


— 


1A speech delivered by Mr. Shoup to the members of the Los Angeles Rotary Club, 
Los Angeles, Calif., June 5, 1953. 
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in this country. Nowhere else in the world do rich men and poor men shave 
with the same kind of razor, drink the same brand of orange juice at breakfast 
and ride to work in comparable automobiles. Nowhere else in the world does 
everyone look at the same programs over the same mass-produced television 
sets and enjoy the same kinds of foods from the same model refrigerators, 
With sound money, American businessmen can continue to furnish our Nation 
and the world radios, television sets, automobiles, electrical machinery, and all 
the other good things of life and, in return, import tin, tungsten, chromite, 
bananas, musk, bauxite, and all the other raw materials and commodities which 
we need. 
HOW CAN WE PRESERVE THIS PROSPERITY ? 


How can we retain these gains and make further progress? First, and fore- 
most, America must return to sound currency at the earliest possible moment. 
History repeats itself, and that of our Nation is no exception. History records 
five distinct steps in the long economic cycle which every nation in the world 
sometime has gone through. All have not survived. First, currency debasement ; 
second, issuance of irredeemable paper or fiat currency, followed by great 
government and consumer credit expansion, which leads to higher prices, higher 
costs, spiraling inflation and a steady decline in the purchasing power of money ; 
third, when these inflationary forces become too great to be controlled, a collapse 
of the economic structure built upon inflated prosperity; fourth, depression ; and 
fifth, the return to sound currency and a drastic economic shakeout with all 
its attendant misery and suffering before resumption of the unhappy cycle. 
Our Nation has now passed throught the first two steps: Currency debasement 
and the issuance of irredeemable paper currency with the greatest credit expan- 
sion of all time, high prices, high costs, spiraling inflation, and a 50-cent dollar. 
We stand on the threshold of the third step, collapse of our economic structure, 
which, unless stern measures are soon taken to ward it off, will be followed by 
depression. We have in our power the means to avoid it if only we will use 
our intelligence and our resources. 


DEBASEMENT OF OUR CURRENCY 


In modern times currency debasement means that people involuntarily give 
their gold to the Government in exchange for paper money and a lot of promises. 
This happened to us. Some may ask how and when was our currency debased. 
The whole story is now a matter of history, and I will attempt to spell it out 
step by step. Despite the fact that the Democratic 1932 party platform contained 
a sound currency commitment referred to repeatedly in speeches by the party’s 
presidential candidate (as, for example, when he spoke at Brooklyn November 4, 
1932, stating: “We advocate a sound currency to be preserved at all hazards. 
That, I take it, is plain English.”) This promise was promptly repudiated after 
he became President, as set out in the record by Government documents: 

(1) On March 6, 1933, the President proclaimed the banking holiday and 
authorized gold to be used during that period only under license. The Treasurer 
of the United States was prohibited from making any payments in gold during 
that period unless licensed to do so by the Secretary of the Treasury. 

(2) On March 9, 1933, by act of Congress, all people were required to deliver 
their gold to the United States Treasury. 

(3) On March 10, 1933, the exportation of gold was prohibited except as 
authorized by the Secretary of Treasury. 

(4) On April 5, 1938, the President issued an order forbidding the holding 
of gold coin, gold bullion, and gold certificates with a few minor exceptions. 
Although I have been in the gold mining industry for more than 20 years, I had 
to take our 9-year-old daughter to the Smithsonian Institution in Washington to 
show her gold coins. 

(5) On May 12, 1938, provision was made for fiat money, devaluation of the 
dollar, and for a variety of other forms of currency depreciation. All newly 
created paper money was declared full legal tender for all debts, and the Presi- 
dent was authorized to alter the weight of the gold and silver dollar by procla- 
mation with the provision he could not reduce it by more than 50 percent. 

(6) By Public Resolution No. 10, approved June 10, 1933, all gold clauses in 
contracts were abrogated. In fact, gold clauses in contracts were declared to 
be against public policy. 

(7) On August 28, 1938, another order was issued requiring the people to 
relinquish their gold. 
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(8) On August 29, 1933, the sale of gold to the arts and industry was regu- 
lated ; and finally 

(9) On January 30, 1934, the Gold Reserve Act of 1934 was approved by the 
President. It required the President to fix the weight of the gold dollar at not 
more than 60 percent and not less than 50 percent of the then existing weight. 
On January 31, 1934, the President devalued the gold dollar by approximately 
41 percent. 

The administration took numerous other steps, but the final net result was 
that the ownership of gold coin and bullion, which over the centuries had been 
a personal property right, was taken away from all its citizens by our Govern- 
ment. It then became and is now a crime to possess gold coins with some few 
exceptions and under certain regulations. The stage was then set for the entry 
of the triple villains, inflation, irredeemable money, and dollar depreciation, who 
were to rob American citizens of their birthright. Presses ran overtime printing 
irredeemable paper money Government and consumer credit has pyramided, and 
all the destroying forces of inflation have been turned loose. Currency was 
debased not only in the United States, but paper currency and inflation became 
worldwide. 


AMERICANS LOST THEIR CONTROL OVER GOVERN MENT EXPENDITURES 


So long as gold and paper money were freely convertible and the total amount 
of paper money which could be issued and in circulation based upon fixed gold 
reserves (up to 40 percent), we had an automatic check over the volume of cur- 
rency and credit. Had this check been retained, it would have made impossible 
our present financial mess. The 22% billion in go'd now buried in Fort Knox, 
if freely available and if used on a fixed reserve basis, would have furnished 
an automatic check against inflation and dollar depreciation. But, when the 
gold was seized from its owners and buried in the ground, the politicians, bu- 
reaucrats and money managers were ready for a field day—and this we have had. 
Billions of irredeemable paper money are now in circulation, credit expansion 
has become the greatest of all our times, deficit spending has become the rule, 
and our national debt has reached almost astronomical proportions and threatens 
to go higher, but we are not yet finished. 

Despite President Roosevelt's statements on July 3 and again on October 22, 
1933, that he sought “to establish and maintain a dollar which will not change its 
purchasing and debt paying power during the succeeding generation,” the pur- 
chasing power of our dollar is now at the lowest recorded level since the estab- 
lishment of the Federal Reserve System. 

On the basis of the Consumers Price Index (with prices for 1935-39 at 100), 
the purchasing power of the dollar on June 15, 1952, was less than 50 cents. 
It has been calculated that the total loss, due to the depreciated dollar, on the 
average value of all life insurance policies, all time deposits in banks and all E, 
F, and G savings bonds held during 1941-50 was more than $116 billion using the 
index of wholesale prices with 1926—100 and converting the purchasing power of 
1950 dollars into 1941 dollars. This poorly understood loss is a hundred times 
the estimated total loss of $1,091 million by deposits in suspended banks during 
the years 1921-33. I quote the above from monetary notes, published by Walter 
Kk. Spahr, professor of economics at New York University and one of the great 
monetary experts of our times. 


CONGRESS CAN AND MUST RESTORE HARD MONEY 


The Republican Party is pledged to make paper money good and make it 
freely convertible. Pending now before the Congress of the United States are 
three gold standard bills, in which the intent and end resylt are identical. 
These bills are the ones introduced by Congressman Reed of New York, H. R. 
2138; Congressman Hare of Maine, H. R. 442; and Congressman Hiestand of 
California, H. R. 3981. The provisions of all three bills are substantially identi- 
eal. Each requires our currency to be redeemed in gold coin on demand. Each 
reaffirms our standard of $35 for 1 ounce of pure gold; and each states that gold 
coins shall contain 1554; grains of gold, nine-tenths fine per dollar. 

In connection with a return to the gold standard, Senator Hugh Butler re- 
cently mailed a questionnaire to 15,000 businessmen in all sections of our country, 
asking, among other questions, whether or not each favored the return to a 
complete gold standard. The Senator reports that more than 5,000 replies have 
been received to date, and they are overwhelmingly in favor of a return to the 
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gold standard. Public interest in sound money is greater than at any time for 
many years, and the reason is readily apparent. The public has seen the pur- 
chasing power of its dollar decline to 50 percent or less, the purchasing power 
of the principal invested in pension funds, trusts, life insurance, annuities, 
bonds, and preferred stocks decline by half, the purchasing power of income 
from pensions, life insurance proceeds, and fixed obligations cut 50 percent, and 
has real cause to be alarmed with the future of our economy. 


GOLD, THE WORLD'S BEST MEDIUM OF EXCHANGE 


Gold is the oldest and only generally accepted money known to mankind. 
According to my friend and associate, Barret Griffith of Colorado Springs, 
Colorado, “God made gold before he made money managers and paper. AS a 
matter of fact God made gold before he made sex. Gold is mentioned in the 
12th verse of the second chapter of Genesis. God didn’t make Eve out of 
Adam’s rib until 10 verses later. From gold’s origin told us in the Bible and 
history, there is every reason for gold’s value in the minds of men. Gold was 
given to us and has been used as a measure of wealth and for protection against 
governments. Because man accepted God’s gift of gold and sex there has always 
been comparison of other values to them.” 

Gold is honest and is trusted by all the world as the basis of exchange and 
measure of currency value to a degree not even approached by any other thing. 
Gold is rightly regarded as better security than paper promises, notes, and 
currency issued by governmenis. Gold is a commodity in unfailing demand, 
with wide acceptability. It exists in sufficient quantities to meet exchange 
needs, but is not so abundant as to lose its desirability ; it is so durable it will not 
lose its exchange power through decay or deterioration; it can be divided into 
small units and used in transactions involving small or large amounts; it is 
homogeneous, and all parts or units have a uniform value and can be equally 
divided; it can be transported and is easily recognized; it has value stability so 
when contracts are made involving future payment of money, both parties can 
have reasonable assurance that payments made in the future in gold will have 
the same absolute and relative position at the end of the contract as at the 
beginning. 

So, it is no accident that gold alone for more than 5,000 years has possessed 
and still possesses more completely than any other commodity all characteristics 
of sound currency. Through the centuries no other medium has been found 
which as completely fits all monetary standards demanded by the world. 

History records that, since the beginning of civilization, the nation possessing, 
at any given period, the greatest gold stock, if it has used that gold as hard 
money and in trade, has, during that period, always led the rest of the world in 
progress, achievement and advancement. Chronologically, Portugal, Spain, 
Holland, France, and, after the Napoleonic Wars, England, each in turn enjoyed 
great world leadership while each had and used gold. 


THE WAY TO CONVERT IS TO CONVERT 


To restore convertibility, the first need is the will to do it. An American 
statesman, after the Civil War, discussing a return to gold convertibility, once 
said, “The way to resume is to resume.” In the present environment the way 
to make currencies convertible is to make them convertible. A return to free 
convertibility will create stability for our economy. First, it will hold to a large 
degree the economic gains our nation has achieved; second, it will prevent a 
further decline in our dollar and our savings, and when this is done the pur- 
chasing power of the dollar will become greater; third, it will take away from 
modern money managers, politicians and bureaucrats the power to tax us in 
hidden ways by the use of irredeemable paper money and credit; fourth, it will 
help to cut and control the expenditures of all branches of our government; 
and fifth, it will expedite all trade, the only alternative to fascism. Moreover, if, 
as and when our American dollar is stabilized, made fully convertible into gold, 
the example will help the rest of the world to stabilize its currencies, to stop 
further debasement and allow us to retain our constructive American influence. 
We can have peace, trade, and real prosperity. We can replace the hidden 
seizure of goods during war through inflation by orderly processes if each and 
every one of us insist upon hard money and sound currency. Depression can 
be warded off. Are we going to use the intelligence and great power of our 
people to do it or are we going to follow the primrose path to ruin? The answer 
lies in the hands of more than 150 million American citizens. 
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Senator Bricker. Thank you very much for coming and presenting 
your statement, Mr. Shoup. Senator Payne, do you have any 
questions ¢ 

Senator Payne. No. 

Senator Bricker. The next witness will be Mr. Henry Hazlitt of 
Newsweek magazine from New York. Mr. Hazlitt, it is good to see 
and have you here. We read your column regularly. 

Mr. Hazurrr. | am happy to hear that. 

Senator Bricker. You may proceed. 


STATEMENT OF HENRY HAZLITT, BUSINESS TIDES COLUMNIST 
OF NEWSWEEK MAGAZINE 


Mr. Hazurrr. These remarks concern the bills now before your 
committee, S. 13, S. 2364, S. 2332, and S. 2514. 

The first two of these bills, S. 13 and S. 2864, in effect propose to 
permit a free market in gold. 

The case for permitting a free market im gold is the same as the 
case for permitting a free market in any other commodity. It is 
simply the case for economic freedom. It is unjust, inconsistent and 
rather ridiculous for the United States Government to permit foreign 
central banks to buy gold from it and sell gold to it at $35 an ounce, 
while prohibiting the ordinary American citizen from buying, selling 
or holding gold at any price whatever. There is no reason why gold 
should be treated as if it were opium, or as if the private buying, 
selling, or holding of it were a threat to the stability of the U nited 
States. It is, in fact, the prohibition against buying, selling, or 
holding gold that constitutes an abridgement of economic freedom 
as well as a threat to economic stability. 

The only reason a free market for gold does not exist under a full 
gold standard is not that it is prohibited, but that it has no reason 
for existence. When people are always sure that they can buy gold 
from the government, or sell gold to it, at a fixed price, they have 
no reason for going to a free market for either purpose. But when- 
ever citizens are not able to buy gold from a Government agency, 
or to sell gold to such an agency, at a fixed price, then they need a 
free market in which to do their buying and selling; and it is an 
inexcusable violation of economic liberty to put prohibitions in their 
Way. 

| would like to say if S. 13 were the only bill here and nothing 
else were to be done, I would favor its enactment. But at the same 
time it is not easy to predict how such a market would work out 
in conjunction with the present limited and discriminatory gold 
standard. The price in the American free market would be in large 
part determined and controlled by the Government’s activities in o 
huying gold from, or selling gold to, foreign central banks at $35 
an ounce. Leaks would develop between the two markets. It is 
probable that a sort of unacknowledged arbitrage business would 
spring up between them. It would be very hard—in fact, it is already 
very hard—for the Federal Reserve authorities to oversee or control 
the actions of some 54 foreign central banks that are members of 
the International Monetary Fund. 

It is not at all surprising, for example, that when a free gold mar- 
ket was opened on March 22 in London the initial price set was al- 
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most exactly $35 an ounce. I may say it is still hovering around that 
figure. The price at which the Bank of England can get gold from 
our Federal Reserve banks and sell gold to them must exercise a 
controlling influence. 

Our action in going off gold in 1933, and in enormously inflating 
our paper money and credit sup ae during the 20 years since then, 
has created a serious practical problem that is difficult to deal with. 
My own suggestions for meeting this problem run something like 
this: 

Permit a free market in gold. But prior to or at least simul- 
taneously with this step the Government should announce its inten- 
tion to return to a full cold standard by a series of specified steps, 
and it should set the date of each of these steps in advance. The 
Federal Reserve banks and the Treasury sheuld also be instructed 
temporarily to suspend all sales or purchases ot gold, merely holding 
on to what they already have. 

One serious problem, however, that arises in connection with such 
a program is this: During the time when the return to a new gold 
standard was being considered and debated in Congress, if our Fed- 
eral Reserve authorities were continuing to buy and sell gold at $35 
an ounce to and from foreign central bonks, might not such banks 
try to get as much gold as possible from our Federal Reserve at $35 
an ounce in the fear that if they failed to do so they would later have 
to pay a much higher price for it? And might not foreign banks 
and domestic and foreign gold mines fail to sell further supplies 
of gold to the American Government at $35 an ounce on the assump- 
tion that they could later get a much higher price? It is hard to give 
the answers to such questions. These questions exist, in fact, because 
we have set up a limited and discriminatory gold standard at a price 
that has become increasingly unrealistic as we have continued to 
inflate. We are almost certain to have an awkard transitional period 
Possibly the only way to solve this transitional problem would be for 
Congress to pass a special resolution authorizing the Federal Reserve 
authorities to suspend purchases or sales of gold at $35 an ounce 
altogether while the new legislation was under discussion. 

2. After watching the new free market, and meanwhile preventing 
any further inflation, the Government sometime before June 30, 
1955—all these dates are merely illustrative—would announce the 
doll: wr-gold ratio at which convertibility would take place. 

On January 1, 1956, the country would return to a full gold- 
bullion standard at the new ratio. Conversion of dollars into gold 
bars, or vice versa, would be open to all holders without discrimination. 

On January 1, 1957, the country would return to a full gold- 
coin standard, by minting gold coins and permitting free conversion. 

These specific steps and dates are merely put forward for purposes 
of illustration. But I do think that we could return to a full gold- 
coin standard only by a series of stages which would have to be spread 
over at least a year or two. 

What I am proposing, I should emphasize, is a return to a free gold 
mraket only as a transitional step to a return to a full gold standard. 
A return to a full gold standard is the ideal solution. But I believe 
it would be extremely dangerous to try to go back to the gold standard 
at the rate of $35 an ounce, a rate which has worked only because its 
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application has been severely limited and discriminatory. My own 
conviction is that an attempt to return to gold at the rate of $35 an 
ounce would precipitate a serious deflation. It would soon discredit 
the gold standard itself in the eyes of most people, who would not 
understand precisely what was happening or why it was happening; 
and we would soon be thrown off a gold standard once more. 

Senator Bricker. Why do you use the term “free” gold market 
when you propose to freeze instead of free 60 percent of the world’s 
gold? 

Mr. Hazuirr. It is only on the condition that the Government will 
consent temporar ily to freeze its existing gold holdings, neither buying 
nor selling at $35 an ounce or any other price for a prescribed per iod, 
that it would be at all possible for an open market in gold to reflect 
the value-estimates of other buyers and sellers. If our own Govern- 
ment continues to buy and sell gold at $35 an ounce, then the open 
market, through the various leaks and arbitr: age transactions that I 
have mentioned, is almost certain to hold very close to this $35 an 
ounce. 

This has already been demonstrated by the London market that 
opened a few weeks ago, which is only indirectly connected with our 
Treasury buying and selling because we buy and sell to the Bank of 
England. As long as our Treasury continues to buy and sell gold 
at $35 an ounce, while an open market might still have a function, 
it would certainly not serve the function of setting an independent 
price of its own. 

A market in which one holder holds 60 percent of the entire supply 
is not as unfree as might be imagined. Such a market, in fact, is not 
unusual. In recent years, as a result of the agricultural price-support 
program, the Government has held huge quantities of cotton, wheat 
butter, cheese, and whatnot, and yet free markets have functioned. 
This applies also to metals and raw materials which Government 
agencies have stockpiled. Of course the price in the free market in 
such a case is largely determined by the price at which the Govern- 
ment support-buying takes place or by the price at which the Govern- 
ment might decide to sell. 

Nor is this situation so rare even in many other kinds of markets. 
It often happens, for example, that 60 percent or more of the shares 
of a corporation are closely held by a single family or held in trust; 
yet the market for the other 40 percent or less of the shares freely 
fluctuates. Nor is such a market usually influenced too much by the 
fact that the actual supply of shares traded in happens to be small. 
As with other shares, the price depends largely on supply and demand 
governed by the past or probable earnings of the corporation rather 
than by the scarcity of supply of the shares themselves. (Sometimes 
the stock goes up purely because of a struggle for control, but that 
has little bearing on the present situation in gold.) 

If we take a typical case of a very large corporation, indeed, we 
find that the shares that actually change hands in the market are often 
extremely small in volume compared with the total shares outstanding. 
For example, on March 31, 1954, the most active day in the stock 
market since September 15, 1953, the stock of the American Telephone 
& Telegraph Co. went up 5¢ of a point, closing at 16334. It did this on 
transactions of only 6,400 shares. The total volume of American 
Telephone & Telegraph stock outstanding is in excess of 40 million 
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shares. Therefore this new price was made by a turnover of only 1 
share in every 6,250. On the same day 14,900 shares of General Motors 
changed hands. Now there are some 495,000 General Motors share- 
holders. On the assumption that there was no single transaction larger 
than 100 shares, then some 150 General Motors stockholders either 
sold or bought shares of GM at what they thought they were worth 
without worrying too much what the other half million or so share- 
holders were going to do. They bought and sold on their own esti- 
mates of value. 

I am not contending that a market in which one holder holds 60 
percent of the total supply constitutes an ideal competitive market. 
But I do think that it 1s a perfectly “workable” market. It gives us 
real information concerning the value of the product that is dealt 
in—or of people’s estimate of the value of the currency that buys it. 
I cannot see the force of the argument that such an open gold market 
would be completely unreliable because it dealt in only a part of the 
total world gold supply. Every market deals in only part of a world 
or national supply. We must remember that if the U nited States Gov- 
ernment temporarily freezes its gold holdings, while it holds off the 
market 60 percent of the world gold supply it also removes temporarily 
a corresponding part of the demand. In such a market the price of 
gold will be determined not by considerations of the physical supply 
actually available at the moment, but by the estimates of buyers and 
sellers concerning the future value of gold—or, to put it another way, 
of the future value of he American dollar. 

I should like to conclude by saying that I do not think the answer 
of the free market, on the price of gold, would necessarily be conclu- 
sive. I do not think, however, that it would be extremely helpful to 
the Government authorities in deciding what the final price of gold 
should be when the dollar is once more stabilized on a full gold basis. 
Other factors might have to be considered in fixing such a price; 
but the answer of the open market would help to prevent the Govern- 
ment authorities from going too far wrong in their guess regarding the 
gold price which would neither lift nor depress commodity prices. 

To attempt to give all my reasons for these conclusions would carry 
this statement to too great length. I have given these reasons in a 
recent series of articles in Newsweek magazine dated respectively, Jan- 
uary 4, 11, 18, 25, March 1 and 15. These articles will appear in 
pamphlet form in the near future; and I submit copies at this time 
with a request that they be printed in the hearings as a part of my 
testimony. 

Senator Bricker. Without objection, that will be done. Present 
them to the reporter and he will make them a part of the record at 
the end of your presentation. 

Mr. Hazuirr. I have done so. That completes my statement, 
Mr. Chairman. I am happy to have had the opportunity of appearing. 

(The material referred to follows:) 


[Business Tides, Newsweek Magazine] 
Wuy Return To Gop? 
By Henry Hazlitt 
Forty years ago practically every economist of repute supported the gold 


standard. Most of the merits of that standard were clearly recognized. It was, 
for one thing, international. When the currency unit of nearly every major 
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country was defined as a specified weight of gold (previous to 1934 the American 
dollar, for example, was defined as 23.22 grains of fine gold) every such currency 
unit bore a fixed relation to every other currency unit of the same kind. It was 
convertible at that fixed ratio, on demand, to any amount, and by anybody who 
held it, into any other gold currency unit. The result was in effect an inter- 
national currency system. Gold was the international medium of exchange. 

This international gold standard was the chief safeguard against tampering 
with the currency on the part of politicians and bureaucrats. It was the chief 
safeguard against domestic inflation. When credit inflation did occur, it pro- 
duced a quick sequence of results. Domestic prices rose. This encouraged 
imports and discouraged exports. The balance of trade shifted “against” the 
inflating country. Gold started to flow out. This caused a contraction of the 
bank credit based on the gold, and brought the inflation to a halt. 

Usually, in fact, the chain of consequences was shorter, quicker, and more 
direct. As soon as foreign bankers and exchange dealers even suspected the 
existence of inflation in a given country, the exchange rate for that country’s 
currency fell “below the gold point.’ Gold started to flow out. Then the 
central-bank managers of the country that was losing gold raised the discount 
rate. The effect was not merely to halt credit expansion at home, but to draw 
funds from abroad from lenders who wanted to take advantage of the higher 
short-term interest rates. The gold flow was stopped or reversed. 

Thus so long as the gold standard was resolutely maintained, a whole set of 
related benefits ensued. Domestic currency tampering and anything more than 
a relatively moderate inflation were impossible. As gold convertibility had to 
be maintained at all times, confidence had to be maintained not only through 
every year but every day. Unsound monetary and economic policies, or even 
serious proposals of unsound policies, were immediately reflected in exchange 
rates and in gold movements. Unsound policies or proposals had to be quickly 
moderated or abandoned. 

Because there was a fixed and dependable exchange ratio as well as free 
convertibility between one currency unit and another, international trade, 
lending, and investment were undertaken freely and with confidence. And, 
finally, the international gold standard established (apart from differences 
caused by shipping costs and tariffs) uniform world prices for transportable 
commodities—wheat, coffee, sugar, cotton, wool, lead, copper, silver, etc. 

It has become fashionable to say that in a major crisis, such as war, the gold 
standard “breaks down.” But except to the extent that the citizens of a country 
fear invasion, conquest, and physical seizure of their gold by the enemy, this is 
an untrue description of what happens. It is not that the gold standard “breaks 
down,” but that it is deliberately abandoned or destroyed. What the citizens 
of a country really fear in such crises is inflation by their own monetary man- 
agers, or seizure of their gold by their own bureaucrats. This inflation or seizure 
is not “inevitable” in wartime; it is the result of policy. 

In short, it is precisely the merits of the international gold standard which 
the world’s money managers and bureaucrats decry. They do not want to be 
prevented from inflating whenever they see fit to inflate. They do not want their 
domestic economy and prices to be tied into the world economy and world prices. 
They want to be free to manipulate their own domestic price level. They want 
to pursue purely nationalistic policies (at the expense or imagined expense of 
other countries), and their pretenses to “internationalism” are a pious fraud. 


GoLtD MEeANs Goop FaitH 


Nothing has more clearly demonstrated the need for the gold standard than 
its abandonment. Since that occurred, in Britain in 1931 and here in 1933, the 
world has been plunged, both in wartime and in peacetime, into a sea of paper 
money and unending inflation. 

While the inflation everywhere has been blamed on “the war.” it has occurred 
in nations that were never involved in the war (throughout Latin America, 
for example), and it has continued to rage since the war ended. As an indirect 
index of this, wholesale prices have increased in this country 60 percent since 
1945; in Britain, 92 percent; in France, 600 percent. And everywhere this result 
has been due primarily to the increase in the paper-money supply. 

The monetary managers are fond of telling us that they have substituted 
“responsible monetary management” for the gold standard. But there is no 
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historic record of responsible paper-money management. Here and there it is 
possible to point to brief periods of a “stabilization” of paper money. But such 
periods have always been precarious and short-lived. The record taken as a 
whole is one of hyperinflation, devaluation, and monetary chaos. And es for 
any integrity in paper-money management, we need merely recall the record of 
Sir Stafford Cripps, who, in the 2-year period preceding his devaluation of the 
pound sterling on September 18, 1949, publicly denied any such possibility no 
fewer than a dozen times. 

This is what happens under monetary management without the discipline of 
the gold standard. The gold standard not only helps to insure good policy and 
good faith; its own continuance or resumption requires good policy and guod 
faith. The gold standard is not important as an isolated gadget but only as en 
integral part of the whole economic system. Just as “managed” paper money 
goes with a statist and collectivist philosophy, with government “planning,” 
with a coercive economy in which the citizen is always at the mercy of bureau- 
cratic caprice, so the gold standard is an integral part of a free-enterprise 
economy under which governments respect private property, economize in 
spending, balance their budgets, keep their promises, and above all refuse to 
connive in inflation—in the overexpansion of money or credit. 

So if, as it should, the Government decides to return to a full gold standard, 
its first step must be to bring inflation to a halt. Without this preliminary or 
accompanying step any attempted return to gold would be certain to collapse. 
And once again the gold standard itself, rather than the inflation, would probably 
be discredited in the popular mind. 

How, then, does one halt inflation? The economist Ludwig von Mises has 
maintained that no increase whatever should be allowed in the quantity of 
money and bank credit that is not 100 percent covered by deposits paid in by 
the public. While this is basically the result that should be aimed at, it would 
he politically more acceptable, I think, if this result were brough* about by 
means in accordance with our own best practices and past traditions. I there- 
fore suggest that the halting of inflation should be achieved by these four 
means: 

1. Start balancing the budget. 

2. Stop using the banking system to buy and peg Government bonds at fixed 
rates. In fact, the total volume of Government securit'es held by the country’s 
banking system should not be increased. 

3. Insist that the Federal Reserve Banks impose discount rates that would 
penalize borrowing by member banks rather than make it profitable. This 
means that the rediscount rate should be kept above the rate to prime borrowing 
customers at the great city banks, 

1. Restore the legal reserve requirements of the Federal Reserve Banks to 
40 percent from their present “war emergency” reserve requirement of only 25 
percent. There is ne more effective way in which Congress could register its 
own opposition to further inflation—if it really is opposed to further inflation. 


WHAT PRICE FOR GOLD? 


Granted that it is desirable, and even imperative, to return to a full gold 
standard, by what methods should we return? And at precisely what dollar-gold 
ratio—i. e., at what “price for gold”? These difficult problems have split into 
dissident groups even the minority of economists who are actively urging a return 
to a gold standard. 

One group, for example, contends that we can and should return to a full gold 
standard immediaely, and at the present price of $35 an ounce. It bases this 
contention on the arguments that we are already on a limited gold standard at 
that rate (foreign central banks, at least, are permitted to buy gold from us 
and sell it to us at $35 an ounce) ; that we should not suspend this limited gold 
standard even as a transitional step for a few months; that in the interests of 
good faith and stability there should be no “further tampering” with this rate; 
and that at this rate we would in fact have a large enough gold reserve to 
maintain full convertibility against present outstanding paper currency and 
deposit liabilities. 

These arguments, however, rest on debatable assumptions. Some superficial 
comparisons, it is true, seem to support them. At the beginning of 1933, the 
United States money supply (time and demand bank deposits plus currency 
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outside of banks) was $44,854 million, and the country’s gold holdings (measured 
at the old rate of $20.67 an ounce) were $4,237 million, or only 9.4 percent of the 
country’s money supply. Today our outstanding money supply is $205,400 million, 
and our gold holdings against it (measured at the current rate of $35 on ounce) 
are $22,100 million, or 10.7 percent. 

Thus our gold reserve situation appears on the surface to be as good as that 
in 1933. But do such comparisons really prove anything? Let us remember, 
first, that we were thrown off gold in 1933. (Or, more accurately, we had the 
choice of going off gold, which we did, or suffering still further deflation.) The 
run on gold in 1933, before payments were suspended, means that the gold 
reserves were not in fact sufficient, in relation to other conditions, to maintain 
confidence. 

These comparisons overlook, moreover, that prior to 19383 the United States 
held a much smaller percentage of the world gold supply than it holds today. In 
December 1926, the United States held only 45 percent of the world’s monetary 
gold supply (excluding Russia); in December 1933 it held only 33.6 percent. 
Today it holds 60.8 percent. If the United States alone returned to gold it could 
conceivably continue to hold this abnormal percentage for a certain time. But 
if other countries followed suit within a few years (which would be both 
desirable and probable), they would presumably attract their previous proportion 
of the world’s gold. If our own supply were forced hack to, say, 40 percent, 
our reserves would be drawn from the present $22,100 million to only $14,600 
million. This would leave us with gold reserves against present liabilities of 
only about 7 percent. 

But the real error of those who think we could safely return to a full gold 
standard at a rate of only $35 an ounce lies in the assumption that there is 
some fixed “normal” percentage of gold reserves to outstanding money liabilities 
that is entirely safe under all conditions. This, in fact, is not true of any gold 
reserve of less than 100 percent. In periods when public confidence exists in 
the determination of the monetary managers to maintain the gold standard, 
as well as in the prudence and wisdom of their policy, gold convertibility may 
be maintained with a surprisingly low reserve. But when confidence in the 
wisdom, prudence, and good faith of the monetary managers has been shaken, 
a gold reserve far above “normal” will be required to maintain convertibility. 
And today confidence in the wisdom, prudence, and good faith of the world’s 
monetary managers has been all but destroyed. It may take years of wisdom, 
prudence, and good faith to restore it. Until that is done, any effort to resume 
a full gold standard at $35 an ounce might precipitate a violent deflation. 


How To ReturN To GoLp 


If we grant that there is a great potential danger in trying to return immedi- 
ately to a full gold standard at $35 an ounce, by what steps are we to return? 
And how are we to determine the dollar-gold ratio—which would decide the new 
“price of gold”—at which the return should be made? 

It is a sound general principle that unless there are the strongest reasons for 
change, the dollar-gold ratio, once fixed, ought not to be tampered with. This rule 
certainly applied to the pre-1933 rate of $20.67 an ounce, because that was a 
real rate, at which anybody was entitled to demand gold, and got it. But the 
$35 rate, fixed by Roosevelt-Morgenthau whim in 1934, is not a rate at which 
real convertibility has existed. It is only foreign central banks, not American 
citizens, that are permitted to buy gold from our Federal Reserve Banks at $35 
an ounce, and even they are allowed to do this only under certain conditions. 
For example, they are not supposed to buy from us at $35 an ounce in order to 
resell it at a profit in the open market. The present $35-an-ounce gold standard 
is a window-dressing standard, a mere gold-plated standard, a sham gold stand- 
ard. We have been able to maintain it only because most other nations in the 
last 20 years have been inflating even more than we have. There is no reason 
for treating the $35 figure as sacrosanct.. 

The new dollar-gold ratio that we should aim at is one at which gold con- 
vertibility can be permanently maintained, and that will not be in itself either 
inflationary or deflationary—that will neither, in other words, bring about a 
rise or a fall in prices. 

There are some economists who contend on unconvincing evidence that $35 
an ounce is that rate. Others profess to have some mathematical formula for 
arriving at such a rate, and on this basis confidently advocate $70 an ounce or 
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some other figure. Their diverse results in themselves invite suspicion, Values 
and prices are not set by mathematical calculations, but by supply and demand 
operating through free markets. 

And because of the enormous inflation in the 20 years since we departed from 
a real gold standard, and the enormous shock to confidence that inflations de- 
valuations, and repudiations have produced, we must test the state of confidence 
in a temporary free market for gold—a market that will also give us a guide 
to a new dollar-gold ratio that we can hold. 

This time schedule of gold resumption is set forward chiefly for purposes of 
illustration : 

1. The administration will immediately announce its intention to return to a 
full gold standard by a series of steps dated in advance. The Federal Reserve 
banks and the Treasury will temporarily suspend all sales or purchases of gold, 
merely holding on to what they have. Simultaneously with this step, a free 
market in gold will be permitted. 

2. After watching this market, and meanwhile preventing any further inflation, 
the Government, some time before June 30, 1955, will announce the dollar-gold 
ratio at which convertibility will take place. 

3. On and after July 1, 1955, foreign central banks will be permitted to convert 
dollar holdings into gold bullion, and vice versa, at the new ratio. The free 
market will continue to be permitted. 

4. On January 1, 1956, the country will return to a full gold-bullion standard. 
Conversion of dollars into gold bars, or vice versa, will be open to all holders 
without discrimination. 

5. On January 1, 1957, the country will return to a full gold-coin standard, by 
minting gold coins and permitting free conversion. 

A full gold-coin standard is desirable because a gold-bullion standard is merely 
a rich man’s standard. A relatively poor man should be just as able to protect 
himself against inflation, to the extent of his dollar holdings, as a rich man. 
The reason for returning to a full gold-coin standard in several stages is to 
prevent too sudden a drain on gold reserves before confidence has been reestab- 
lished. A program like the foregoing would provide a faster schedule. 





THe DoLiarR-GoL_p Ratio 


One of the most serious hurdles in the path of a return to the gold standard is 
the wide disagreement, even among those who favor such a return, regarding 
the exact dollar-gold conversion rate at which that return should be made. 

The gold-standard supporters are divided into 3 main groups: (1) those who 
think we could safely return to a full gold standard at $35 an ounce; (2) those 
who urge return to a full gold standard at some specific higher price for gold 
(e. g., $70 an ounce) which they claim they already know to be the “correct” 
one; and (3) those who recommend that we permit a temporary free market 
in gold for the guidance it will provide in fixing a final dollar-gold conversion rate. 

I have already discussed (Newsweek, January 18) the main arguments of 
those who urge a return to gold at $35 an ounce, and what I consider to be some 
of the shortcomings of those arguments. Those who are urging that we set the 
price of gold at a higher figure, and who claim to know already what that figure 
should be, commonly base their conclusion on some comparison of price levels. 
For example, since 1932, the last full year in which we were on a real gold basis 
(at $20.67 an ounce), wholesale prices have increased 162 percent. On the 
argument that only a corresponding increase in the price of gold could prevent 
a fall in prices if we went back to a full gold standard, the new price of gold 


would have to be about $54. Again, the price of gold was set at $35 an ounce 
on January 31, 1934. For the next 7 years wholesale prices averaged only 47 


percent of their present level. If we assume that $35 was the “right” price 
of gold in those 7 years—1934—40—then the price of gold necessary to maintain 
the present wholesale price level might have to be about $75. 

The dubious nature of the assumption behind such calculations is clear. But 
the rate at which we return to a full gold standard is not a matter of indifference, 
Charles Rist, one of the world’s leading monetary economists, argued in a power- 
ful article in Foreign Affairs in April 1954 that one of the major causes of the 
world crisis of 1929-33 was the attempt of leading countries, including the United 
States, to maintain or return to gold convertibility at their prewar rate for 
gold after having enormously multiplied their paper currency circulation. 


45980—54——_9 
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The case of Great Britain is clear. It had gone off gold in the First World 
War. The pound had dropped from a gold parity of $4.86 to a low of $3.18 in 
February 1920, and had returned in late 1924 to approximately 10 percent below 
the gold parity. But wholesale prices in Britain in 1924 were still 70 percent 
above their prewar level. The British Government decided to resume the gold 
standard at the old par in 1925. The result was a steady fall in wholesale 
prices over the next 7 years from an index number of 171.1 (1913 equals 100) 
in January 1925 to 99.2 in September 1931, the month in which England aban- 
doned the gold standard. As the British all during this period were unwilling to 
make corresponding cuts in retail prices and wage rates, the result was falling 
exports, stagnation, and unemployment. And it was the gold standard itself, 
not the false rate (or the internal inflexibility of wages), that got the popular 
blame. 

The British repeated this pattern in essence in the summer of 1947, when 
they tried to make the pound convertible into the dollar at the wholly un- 
realistic rate of $4.03. When that experiment broke down within a few weeks, 
the British once more blamed convertibility itself, and not the false rate, for 
the breakdown. 

It is of the highest importance not only to our own economic future, but 
to the future of the world, that we do not repeat the British errors by trying 
to return to gold convertibility at an overvaluation of the paper dollar (which 
would mean an undervaluation of gold). A temporary free market in gold would 
give us more guidance regarding what the new conversion rate should be than 
either an adamant insistence on $35 an ounce or some dubious calculation based 
on a pure theory. 


LESSON OF THE GREENBACKS 


In this column of March 1, I pointed out what happened in Britain when it 
tried to go back to the gold standard at the old parity in 1925. But there are 
many who believe that our own resumption of gold payments on January 1, 
1879, at the prewar partity, after the paper-money inflation of the Civil War, 
was an unalloyed success. The fears of a goid drain, they argue, proved quite 
unfounded ; on the very first day reecipts of gold actually exceeded payments by 
$268,000. And they attribute the subsequent American recovery of 1879 largely 
or wholly to gold resumption. 

A closer examination of the whole inflationary and deflationary period from 
1862 to 1879, however, tells a different story. As soon as the Government started 
issuing irredeemable “greenbacks” in 1862, gold went to a premium on the open 
market and commodity prices started to soar. In 1864 the greenbasks fell as 
low as 35 cents on the dollar in terms of gold. From 1860 to 1865 inclusive, 
though the average of European prices rose only 4 to 6 percent, average prices 
in the United States advanced no less than 116 percent. 

Dut immediately after the end of the war American prices started downward. 
At first this was politically popular, because wages had not yet advanced as 
much as the cost of living. But after 1866 wages had more than caught up 
with prices. The continued fall in prices soon began to cause bankruptcies 
and unemployment. Finally came the panic of 1873 which, in the measured 
judgment of some economists, “left the country’s financial and commercial 
structure almost a ruin.” The causes of the panic were complex. But one of 
them was certainly the continued fall of commodity prices that accompanied the 
rise of the greenbacks toward parity. By 1878 the greenbacks were only about 
15 percent below parity, and wholesale prices were down to about 30 percent 
above prewar levels. 

The result of the panic of 1873 was greatly to increase inflationist sentiment. 
The Resumption Act was passed on January 7, 1875, but by a repudiated lame- 
duck Republican Congress that had nothing more to lose. Even more ironic, 
it was passed, the economist J. Laurence Laughlin tells us, “only under the 
delusion that it was an inflation measure,” because “on its face it looked like 
a bill to expand the national bank circulation.” 

Many commentators today think it was foolish and needless for the Resump- 
tion Act to put off the actual day of resumption to January 1, 1879—4 years 
after passage of the act. They forget, however, that time, skill, and determina- 
tion were required to accumulate a gold reserve so impressive that gold would 
not be demanded when the resumption came. And they forget, too, that return- 
ing to gold at the original parity involved a still further decline (of about 30 
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percent) in American commodity prices to bring them into line with world gold 
prices. This decline took place between 1875 and 1879, and the whole period was 
one of liquidation. In 1878, for example, the record of insolvencies far exceeded 
even that of the panic year 1873. 

Many commentators today attribute the recovery that came in the second 
half of 1879 to the return to gold redemption. The facts do not support them. 
“With hardly an exception,” writes the economic historian, Alexander D. Noyes, 
“the country’s staple industries sank, during the early months of 1879, into 
complete stagnation.” What suddenly turned the tide was unparalleled coinci- 
dence: Europe suffered the worst crop disaster in many years, Whereas the 
American wheat crop reached a new high record. This meant high prices and 
crop exports unparalleled up to that time. 

All thi sis not to argue that after the greenback inflation of the Civil War 
this country should have returned to gold at a lower partity for the dollar. 
It is simply to point out that we had to pay a heavy price for the course we 
actually took, even though our economy was far more flexible then than now, 
particularly as regards wage rates. We must take care that when we return 
to gold this time we do so at a rate that involves neither inflation nor serious 
deflation. 

Senator Bricker. Are there any questions, Senator Payne? 

Senator Payne. No. 

Senator Bricker. We would like to question you further on it. 
We appreciate your suggestions and advice on this matter. All of 
your material will be made a part of the record. Thank you very 
much. 

The next witness is Mr. Frank Lilly of Spokane, Wash. 


STATEMENT OF FRANK LILLY, SPOKANE, WASH. 


Mr. Litiy. Mr. Chairman and gentlemen of the committee, I want 
to explain first of all that I am here as a citizen and strictly so. I 
represent neither of the groups here who might be considered as con- 
tending parties. 

My background in this matter of money runs back to 1907 and the 
so-called rich man’s panic, at which time I was associated with Robert 
Owen, who later became United States Senator. Subsequently, I 
made most of the studies used by him in connection with the estab- 
lishment of the Federal Reserve Act. 

My interest in the matter of money has continued through the 
years. I have been privileged to work with Senator Pitman and 
others. I am interested in gold in a personal way. I want to be 
fair with the committee. I own a thousand ounces of natural gold 
that 1 bought after I learned from the Treasury Department that I 
could own that gold. I bought it out of speculation but as a protection 
for a little grandson ae had come along, because I knew whatever 
happened that gold would be worth something to him. 

I own some gold stocks. I also own some silver and lead stocks. 
I also own some Government bonds. I am interested in this matter 
of money from that standpomt. I think with that I make my position 
and background clear. 

In making this statement I wish, first of all, to emphasize, by means 
of a simple visual demonstration, what I consider the greatest present 
threat to the peace and happiness of the people of this country—not 
any foreign ideology, not any foreign army or navy, not Russia’s 
bombs or air fleet but the inherent and inseparable danger that lies 
in our own irredeemable debt-based paper currency. 

I have here a 5-foot “short snorter” of 11 different countries, paper 
currencies. They were worth $2,000 at one time. Today they are 
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worthless, worth less than this little dollar gold piece which I have 
here, which you can barely see. I have been offered $10 for that dollar 
gold piece since I have been in the room. It would sell for $3 any- 
where. It would sell in many countries for as high as $15. 

I wish, if you will permit, Mr. Chairman, to digress somewhat. I 
would rather speak extemporaneously and permit my statement to 
go in the record as it is. 

Senator Bricker. That will be 
be printed the record. 
has rung for a quorum. 

Mr. Liury. I will make it very short. There is one thing that has 
been overlooked here so far, and that is the working value which gold 
has in foreign commerce. It took me about 2 years to get a state- 
ment from the former Secretary of the Treasury as to ‘the United 
States equivalent of the London price of gold on the basis of legal 
monetary parity. I have a copy of that statement here and would 
like to submit it as part of the record. ‘This is from the United States 
Mint. 

Senator Bricker. It may be inserted in the record. 

(The material referred to follows:) 


The statement will 
minutes. The bell 


satisfactory. 
We have only a few 


PRESENT LONDON GOLD PRICE PARITY EQUIVALENT To $102.17 AN OUNCE 


Great Britain went back on the gold standard in 1925 but made the mistake of 
doing so on the basis of $20.67 an ounce, which undervalued gold. As a result, 
she lost so much gold to other countries that she was again forced to leave the 
gold standard in September 1931. Since that time, the parity price of gold in 
London has been increased 12 different times (and decreased only once) as 
follows: 





United States 
equivalent of 


United States 
| equivale nt of 








Average London price Average | London price 
London (conversions London | (conversions 

| price at legal price at legal 

| monetary monetary 
parity) parity) 
| 
nck a. @i 
1930. 84 12 $20. 67 TIONED isis: ccacensnint 168 | $69. 21 
1931 1 92 6 22.51 |) 1941....... 168 } 69. 21 
1932 !_ 118 28.72 || 1942 168 69, 21 
1933 ! 124 10 30. 38 || 1943 16 69, 21 
1934 ! 137 33.50 || 1044 168 | 69, 21 
193412 137 8 56. 71 1945 168 | 69. 21 
1935 1. 142 1 58.54 || 1946 1, 172 3 70. 96 
1936 140 3 57, 80 1947 72 3) 70. 96 
1937 ! 140 9 57.98 || 1948____ 72 3) 70. 96 
1938 1_ 142 7 58.73 || 1949 3. 172 3] 70. 96 
1939 !_ 144 63. 58 1950 148 102. 17 
1 Increas 


2 New g ld pour d parity $8.24 in February. 


3 After Sept. 18, devaluation $102.17. Above figures compiled from report of Director of the United States 
Mint. 
Mr. Lixy. The interesting fact is that that price is $102.17. That 


So that when 
values that the gold is 


is the equivalent price on conversion at legal parity. 
we speak of prices we must always cons sider the 
being given in the economy. 

That is a touchy point with us out West right now because of our 
lead and zinc prices. They are down. Most people blame Great 


Britain for those prices, but Great Britain doesn’t produce any lead 
So the important point comes up for consideration, and that 


and zinc. 
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is, Where does Great Britain get its lead and zinc? How does it get 
them? Great Britain gets its lead and zinc because its money crop 
is the cotton textiles. It sells those textiles into other markets in the 
world, Mexico and other countries. And by the use of its bloc ster- 
ling—not in the case of Mexico, that would apply to other countries—it 
brings that trade of lead and zine to its own shores. It gets the lead 
and ziNC, sells it into our market for less than we can produce it, gets 
gold at $35 an ounce and, according to the report of the United States 
Mint, uses that gold in their economy at $102.17, which is, of course, 
a nice business. 

This matter of gold is very close to me because I was in the Secret 
Service of a certain country—I am not privileged to disclose any fur- 
ther information—during the First World War. I was captured. I 
escaped by using a $10 gold piece. I learned later that that $10 gold 
piece bought a block of business buildings in Berlin during the height 
of the paper currency inflation. 

I came here primarily to learn something and not to tell you gentle- 
men anything. I wanted to know, among other things, and I have 
tried in vain to get this information, how much gold the United States 
actually owns. In 1934 we had about $8 billion of gold. By 1940 
we were up to $23 billion, the same amount as we have now. I should 
say we havea little less than in 1940. On exports during that period we 
couldn’t possibly have gotten more than $3 billion or $5 billion of gold. 
Where did the rest of that gold come from? It didn’t come out of our 
production because we consume ordinarily about as much as we pro- 
duce. So I am wondering how much of that gold is over here on 
private account, bearing in mind that the Chinese were robbed of all 
their gold. I don’t know where all that gold went. I don’t imagine it 
is in China today. I have the suspic ion that a lot of the gold that 
we are supposed to have is here on account and is not the property of 
the United States Treasury or the Federal Reserve. That information 
I would like to get. If somebody appears on the stand, I would like 
to have that question asked and see if we can get the answer. 

(Mr. Lilly’s prepared statement follows :) 

Gentlement of the Senate Banking and Currency Committee, in this statement 
I wish, first of all, to emphasize, by means of a simple visual demonstration, what 
I consider the greatest present threat to the peace and happiness of the people 
of this country—not any foreign ideology, not any foreign army or navy, not 
Russia’s bombs or air fleet but the inherent and inseparable danger that lies 
in our own irredeemable debt-based paper currency. 

I have here a 5-foot “short snorter” of the paper currencies of 11 different 
foreign countries. These currencies, which I believe were originated in good 
faith by their respective governments, were at one time worth over $2,000 in 
terms of the United States dollar. Today they are worth less than $3. 

I now show you a $1 United States gold coin issued over a hundred years ago 


in 1858, which could be disposed of in any other country in the world for not 
less than $3 and up to $15. 

Money used to be a simple thing—simple as the coins in one pocket or “cer- 
tificates” issued against gold, and therefore convertible into gold on demand. 
Time was when, as the United States Constitution provides, money was reckoned 
in honest weight and fineness of gold and silver. Today “money” is reckoned 
in anything or even nothing—a crazy quilt of monetized butter, guns, unmen- 





tionables, IOU’s and UOMe’s. 

Paper currency money management, here and abroad by (often well-inten- 
tioned) politically minded higher ups in banking, commercial, and Government 
circles, has blundered most of the world into a sticky mess of devalued and 
debased currencies, arbitrarily frozen funds with varying and discriminatory 
rates, import rates, export rates, “gifts” of money disguised as loans, regula- 
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tions and restrictions of currency movements, quotas, political preference credits 
and bureaucratic red tape, controls, inflation, and debt. Incidentally, few peo- 
ple know and still fewer people care how much this country, or any other country 
owes, yet United States LOU paper currency and public debt have increased 
over GOO percent since gold was “nationalized” some 20 years ago. 

A city urchin on a summer vacation in the country was unimpressed when 
the social worker explained how the little chicks broke out of their shells. 
He demanded to know, “How in hell did they get into the shells in the first 
place?” 

Let us, therefore, consider how we got into the present money muddle. 
Actually, it started at about the turn of the century with the trade and tariff 
wars that culminated in the First World War and came to a head in 1931 when 
Great Britain and its satellite countries abandoned the gold standard and 
fell back on managed paper currencies. The recent war did not create the 
muddle but it did, of course, profoundly aggravate it. 

It is worth noting that Great Britain might have avoided the disastrous path 
of inconvertible paper currency that has in the past invariably led to economic 
disaster. It had certain alternatives, one of which would have been to have 
given gold, in the early twenties, a higher measure of value in its monetary 
system instead of stubbornly trying to maintain a price equivalent to only 
$20.67 an ounce; for experience had shown, as far back as 1914, that a price of 
$20.67 was unrealistic and too low. In other words, the price of gold should have 
been permitted to keep pace with the world of industry and trade. 

Our Federal Reserve System, created in 1913, was designed to provide addi- 
tional currency in periods of crisis by temporarily utilizing commercial credits. 
Since it happened that I made most of the statistical research studies in con- 
nection with this legislation for one of the proponents and authors of the 
original Federal Reserve Act, I am in a position to say that it was never in- 
tended that irredeemable Federal Reserve notes should take the place of gold- 
backed cul rency. 

Under the Federal Reserve System as it is operated today, with debts con- 
verted into currency, the banks, following their natural self-interest and encour- 
aged by politically minded Government officials, tend to create too much currency 
whenever a boom is in progress. 

When, later, depression threatens because there is too much paper currency 
of too little value in purchasing power, the Government has, in the past, 
increased the national debt and the paper currency supply by creating new 
giveaway programs of foreign aid whereby business has been stimulated through 
purchases made by these foreign countries with credits we have given them. 
Nice business if you are on the receiving end. Reminds one of the rich Idaho 
prospector who liked so well to play poker that he staked the other players and 
they, with the stakes he gave them, usually won his own money. 

The basic idea of the Bretton Woods plan was to establish a sort of “Federal 
Reserve System for the world” which would create paper currency out of 
debts and thus eliminate the international gold standard by substituting a 
muddled system of 49 different currencies for the old simple plan whereby, if a 
nation bought more goods than it sold, it paid the difference in gold. Under 
the old system, gold operated without fear or favor and with the impassivity of 
all natural laws. 

The Bretton Woods plan changed things, however, for the International 
Monetary Fund and International Bank which were evolved from it, were 
empowered to control and “stabilize” both currencies and gold, something which 
has proven to be impossible. Despite every effort and the leadership of political- 
minded monetary experts, widespread devaluations of currencies have occurred. 
As of today, the true market values for all but a few of the world’s currencies 
are lower than the official rates, thus compounding a confusion of the muddled 
monetary situation, and every country in the world has, either by devaluation 
or exchange regulations, increased the price of gold. The average price 
increase for the 10 leading nations (since the First World War) has been 485 
percent or the equivalent of $120.87 an ounce. This compares with an increase 
of only 69 percent in the United States, which was made 20 years ago back 
in 1934. 

The monetary world of today, like Gaul of Caesar’s time, is divided into three 
parts: (1) the British pound sterling bloc of countries with a population of 
approximately 1.3 billion; (2) the Russian ruble bloc with a population of 
nearly 900 million people; and (3) the United States dollar group with a pop- 
ulation of only about 250 million. 
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It is understandable and natural that both the British and the Russians are 
trying in every way to dominate industry and trade within their own large 
population spheres; and also endeavoring to extend those spheres, a difficult 
and complicated process involving, primarily, control of numerous currencies. 
The fact that Russia has extended its sphere of influence tremendously, without, 
as Governor Dewey has pointed out, “the firing of a single shot or the loss of a 
single soldier,” after revaluing its ruble in terms of gold, gives food for serious 
thought. 

The fundamental and primary causes of shooting wars lie in the economic 
stresses that, in turn, result from paper currency wars which disregard the 
fact that money must be inherently sound and not subject to man’s mismanage- 
ment. The time-honored gold standard is the only monetary system that has 
ever provided the world an honest and practicable money. Why not, then, 
restore it, at least in our own country, and keep the promise made by President 
Roosevelt and the more recent pledge in the 1952 Republican platform. 

Ownership of gold is power, and when the people of this country meekly sur- 
rendered their gold, along with their right to convert currency into gold, they 
lost their power and most of their economic freedom. It is sheer mockery to 
speak of a “free nation” when the citizens of that nation are not permitted to 
own gold and freely convert their government’s paper currency into gold. Such 
a right is inherent in citizenship and important because this right of conver- 
sion gives the citizenry the power to limit the inflation and heavy taxes that 
inevitably follow wasteful government spending. 

Gold means freedom; debt-based. paper currency means slavery because the 
debtor becomes a slave to his creditor and vice versa, a truth as basic for a 
nation as for an individual. Honest money is a matter that involves much 
more than the importance of gold in our economy. When we have no standard 
for money except debt, how can we expect a sound standard of morals? 

History has proved over and over that governments must be extremely careful 
to include gold in their monetary systems. The privilege of a government to 
issue money involves a near-sacred responsibility on its part to maintain insofar 
as possible the purchasing and debt-paying power of that money. Experience 
has shown that this can be done only by and with gold working at a proper 
measure of value. 

Today we are faced with the fact that the United States is going to become 
either a managed socialist state governed by arbitrary and dictatorial regula- 
tions, or a representative democracy with a full measure of economic liberty 
founded upon a sound monetary system. If we are to avoid socialism, we must 
immediately put a stop to cur Government’s monopoly of gold; we must restore 
the right of a citizen to own gold. Only in this way can the people of this 
country recover their right to freedom from bureaucratic money management 
and price fixing. 

It is not too much to say that what President Eisenhower and Congress now 
do about gold will determine the future form of our Government, whether a 
socialist state or a representative democracy. Time is the essence. 


Senator Bricker. Thank you very much for appearing. 

Before we recess, I have a statement from an outstanding British 
economist, Dr. Roy Harrod, of Christ Church, Oxford, England, 
which will be inserted in the record at this point. 

(The statement referred to follows :) 


STATEMENT OF Dr. Roy Harrop, Curist CHuRCH, Oxrorp, ENGLAND 


Gentlemen, I am deeply conscious of the privilege of being invited to submit 
a statement on what is primarily a domestic concern for this great country. 

In a brief statement you will probably think it better if I address my argu- 
ments, not to the detailed clauses of the bills which you have to consider, but 
to the general proposition. 


PLAN FOR RESTORATION OF FULL GOLD CONVERTIBILITY OF THE DOLLAR TOGETHER 
WITH A REVISION OF THE GOLD CONTENT OF THE DOLLAR 


In my submission, the project for full gold convertibility and for a tevision 
of the gold content of the dollar should be indivisibly linked. It is very doubtful 
if a restoration of full convertibility would be practicable, even for the United 
States in isolation, at the existing legal gold content. Furthermore a measure 
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of this sort would presumably be undertaken in the hope that other countries 
would in due course follow the example of the United States. It is quite certain 
that a restoration of full convertibility would be impracticable for them on 
the basis of the existing gold valuation of the dollar. 

I will not venture to propose a precise figure for the revised gold content. 
It is sufficient to suggest that in deciding upon a new content regard should be 
paid to the change in the commodity value of the dollar since its gold content was 
last fixed in 1934. I will only add this. In deciding upon a new figure it 
would be well to err on the side of a low gold content rather than the other way 
around. It is most important that, if a measure of this sort were now adopted, 
the experiment should be successful. If it caused embarrassment to the United 
States authorities and full convertibility had again to be suspended, this would 
gravely prejudice the adoption of such a policy in future and frustrate the hopes 
of those who attach value to it. Furthermore, if the measure is to yield good 
results, it is essential that the public should have firm confidence in its perma- 
nence. The aim should be to fix a gold content of the dollar which is believed 
likely to endure, not simply for 5 or 10 years, but for 2 or 3 generations. 

A. General 

1. The prime reason for having a metallic basis to a currency has historically 
been as a safeguard against inflation. The enacting of a fixed value for the 
currency puts the ultimate responsibility for its stability upon the legislature. 
To give effect to this, however, the right of individuals to convert paper into 
the standard metal is necessary. It is true that under the present system the 
dollar has a legal valuation, and the authorities are committed to converting 
dollars to gold at that valuation in favor of the governments or central banks 
of other countries. In certain circumstances this might be a sufficient safe- 
guard, but not in the circumstances of the United States today. For some 
time she has had a persistently favorable balance in her external account, and it 
appears likely that she will continue to do so in the period ahead. (It is true 
that she has lost gold for periods in recent years; but this is entirely due to 
the very generous aid she has granted to foreign countries and to their use, 
very wisely and properly, of a small part of that aid to strengthen their own 
depleted gold reserves.) This persistence of a favorable balance over a long 
period has meant that the commitment to convert dollars for gold in favor 
of foreign authorities has caused the United States authorities no anxiety 
whatever. Consequently it has not been an effective check upon the internal 
inflation of the currency. 

I do not wish to imply that the present administration or any administration 
is likely to wish to pursue an inflationist policy. But administrations come 
under various pressures from time to time, and it is therefore expedient that 
the law of the land should have provisions that make it impossible for them to 
yield to any such pressures. Some have suggested that gold might be displaced 
and that Congress might fix a legal value of the dollar in terms of commodities 
in general. I am in sympathy with such proposals. But perhaps the time is 
not ripe. I am sure that the Federal Reserve authorities would contend that 
they just do not know the techniques which would give practical effect to such 
a law if it were passed. This brings us back to the traditional check upon 
inflation of gold convertibility. 

2. Hoarding: It may be that the original idea of the act of 1934, which sus- 
pended full convertibility, was to prevent the hoarding of gold by individuals 
since there was (and is) all too little gold available for its proper functions. 
I submit that theory and history alike show that this was based upon fallacious 
thinking. The best safeguard against irresponsible hoarding by individuals is 
that they should have a firm conviction, based on experience, that paper is and 
will continue to be freely convertible for gold at their own will and pleasure 
at any time. If they are thoroughly inured to the idea that paper and gold are 
freely interchangeable, they will naturally come to prefer paper as a medium 
of reserve, since they can earn interest on it. They must not only regard the 
two media as thoroughly interchangeable, but must have complete faith that 
the par rate of interchange will be kept fixed for as long a period ahead as 
anyone cares to think about. It was for this reason that I urged above that in 
fixing a new gold content for the dollar, legislators should aim at establishing 
one which people will believe likely to endure for a very long time ahead, just 
as Hamilton’s‘ gold content, established in 1791, endured, with only one small 
change, until 1933. Prior to the last war, there had been for many decades a 
tendency for the propensity to hoard, especially in underdeveloped countries, to 
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decline. This was undoubtedly due to their growing confidence in the stability 
of value, based on convertibility, of paper securities. More and more gold was 
being released from hoards. The gold accruing to the monetary authorities 
exceeded the annual production. Since 1939, there has been a complete reversal. 
In the 7 years 1946-52 less than half the newly produced gold has become avail- 
able for monetary purposes. This great increase of hoarding must be associated 
with the inconvertibility of currencies. 

3. It is to be hoped that if the United States established full convertibility, 
other countries would in due course follow her example. I do not wish to raise 
undue hopes. Since 1945 there has been profound disappointment at the failure 
of most countries to resume even partial convertibility. Postwar problems have 
been more difficult than was expected. But in very recent years the trend toward 
greater freedom in monetary matters has been encouraging. Monetary controls 
have been relaxed in a tentative advance toward a system of greater freedom. 
Other countries are hardly likely to adopt full convertibility if the United States 
does not. If the United States sets an example, this would be a notable encour- 
agement to others, and there is no need to despair of an eventual restoration of 
full convertibility in a number of countries. 

4. If convertibility is recommended as a safeguard against inflation, we must 
not forget the opposite danger of deflation. Many have argued that the gold 
situation exerted such a strong deflationary pressure between 1920 and 1931 
that it would be well for nations to shake off the shackles of a gold system al- 
together. This view has force. It can only be met by showing that a gold 
system is sufficiently elastic to enable the monetary system to expand in line 
with the expansion of world production and trade. If the dollar valuation of 
gold were maintained at its existing level, it could easily be shown that adherence 
to any gold system would put the monetary system into far too tight a straight- 
jacket. At $35 an ounce there is not nearly enough gold in the world to do its 
proper job of providing adequate central reserves for the various countries. (See 
below.) Gold is desired in order that it may exert a discipline, but if the disci- 
pline is too strict, then any gold system will quickly be discarded. In a book 
upon the dollar (published a few weeks ago), I gave reasons for regretting the 
abandonment of silver in 1873 as a joint basis along with gold of the cur- 
rencies of the world. If silver had been kept in play as a prime medium of re- 
serve and settlement as well as of token coins, some of the deflationary 
troubles of the present century might have been avoided. It is for this reason 
that I would regard any attempt to revive some of the functions of gold that 
have fallen into abeyance as misplaced and mischievous, unless we were simul- 
taneously assured of an expansion in the value, whether in terms of currency or 
commodities, of the existing stocks of gold in the world, and of the existing 
production flow. This can only be done by a reduction of the gold content of the 
dollar. 

1. Liquidity: In order to get away from existing systems of restriction and 
trade control, it is necessary that nations should have adequate liquid reserves. 
If reserves are insufficient, as they are at present, every chance deterioration 
in a nation’s balance of external payments will cause it to set up some new 
restriction. This will adversely affect other countries which will react in the 
same way. ‘Trade and payments cannot be expected to balance exactly each 
month or each year. If nations are to adopt a more liberal trading system, they 
must be able to rise above temporary fluctuations. 

Now gold is the only medium yet known to us of net liquidity. Thirty years 
ago, when the shortage of gold was presenting a serious problem, some had the 
idea that nations should supplement their gold reserves by holding part of 
their reserves in the currencies of other countries. It was supposed that this 
would increase the amount of liquidity in the world. It now appears as if this 
idea was unsound. If country A supplements its gold reserve by holding the 
currency of country B, this currency so held is a liability for B and, in a proper 
estimation, B should substract this liability from her gold holding in order to 
evaluate her net liquidity position. The total amount of liquidity in the two 
countries together is simply the amount of gold they hold. This point may not 
have been clearly realized at first, but it has been brought home painfully to 
the United Kingdom both in the crisis of 1931 and since the last war. Britain 
has stated that her present reserve is inadequate, but she would be quite happy 
with that reserve and would regard it as entirely adequate were it not for the 
existence of a vast mass of sight liabilities constituted by the sterling held in 
reserve by many other countries. Even the United States, which is in a much 
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stronger position, would be much influenced in the event of a sizable outflow 
of gold by the fact that she has to set against her gold reserve of approximately 
$22 billion short-term net liabilities to foreigners of approximately $9 billion 
(both figures November 1953). 

The only known way of supplementing gold as a medium of liquid reserve 
would be by the setting up of a world central bank which could “create credit” 
for the world as a whole in the same way that the Federal Reserve System 
supplements the United States gold holding by “creating credit” for domestic 
circulation. No such world bank is in sight, and it may not be possible to 
achieve it until there is a more thorough mutual trust among the nations of 
the world. The International Monetary Fund could in principle supplement 
liquidity, but under its present articles only to a small extent in relation to 
world needs. 

It is important to emphasize that liquidity is partly psychological. For an 
asset to be liquid a man (or bank) must have the power to use it to make a 
payment as and when he wishes. From the national point of view an asset 
may be regarded as liquid, if its existence has the practically operative effect 
on the governmental authority of making it willing to carry on without imposing 
restrictions. Gold is undoubtedly a liquid asset. But the right to draw upon 
some international institution is not a liquid asset if the drawing can only 
be accomplished after long arguments and discussions with the institution in 
question. A nation with a handsome gold reserve may be willing to face an 
adverse balance on its payments for a term of months or years with equanimity ; 
but it will take an entirely different practical attitude toward that same adverse 
balance if it can only acquire the means of payment by going to an institution 
and having an argument with it. This is analogous to the individual citizen. 
If he has a balance at the bank, he is liquid. But the mere possibility that 
he might get a loan after a long discussion with the bank manager does not 
constitute liquidity in his own view of the matter. 

It is desirable that there should be enough liquid medium in the world for 
a nation to be able to face a fluctuation of 10 or 20 percent in its balance of 
trade, lasting perhaps for a year or 2, Without immediately clapping on a 
restriction on imports. Nor will it suffice that its liquid reserve should just 
last out for the projected period of such an adverse balance. It must have 
enouch medium to make payment during that term, and still have something 
in hand at the end of it. It cannot contemplate its reserves being totally ex- 
hausted. It will be sure to clap on restrictions before that is in sight. 

A good example of the bad effect of lack of liquidity in recent times was in 
1951. What is known as the liberalization of intra-European trade has been 
a move of great importance for getting wider markets and thereby more efficient 
production among European producers, Britain was strongly in favor of this 
movement. Nonetheless, the adverse turn of events in 1951 compelled her to 
reverse her liberalization program and this compelled France to do the same, 
and the result was a severe setback in the liberalization movement. This need 
not have happened if the reserves had been adequate. 

The following figures illustrate the deterioration in the gold position: 


Million 
dollars 
Ie aS $21, 000 
Gold in national central banks and treasuries outside the 
A Raa | dit Diller sacle Sscateesa intr sssnapasndinindhoie inngindasemmeieliciauis chplenen. cyehtse ds dabiele $26, 406 
Gold as percentage of world imports (percent) __.--________ 125. 7 
Imports other than those of United States_.._.________ “ _. $19, 000 
Gold in national central banks and treasuries outside United 
States and U. 8. S. R_- Sg ee eblict rea Sis Reine ccter tah +-etpenaial $11, 814 
Gold outside United States and U. 8. S. R. as percentage of im- 
ports other than United States imports (percent) -.___-____ 62. 2 
1952—W orld imports f. 0, b-_-.----_- nsetess die eobs $74, 115 


Gold in national central banks and treasuries outside the 

U.8. 8. R Rie -aetpennt baat aa ines linc’ eesti lec iis $34, 214 
Gold as percentage of world imports (percent) ...-.__-_____-__ 46. 2 
Imports other than those of United States_.__.__._.__________ _. $63, 641 
Gold in national central banks and treasuries outside United 

States and U. 8S. 8. R.-- Sigs cn areca aa tage Ties iat al aes te cc waiaste _. $10, 989 
Gold outside United States and U. S. S. R. as percentage of im- 

ports other than U. §S. imports (percent) .-....--.__________ 17.3 
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(Figures from Report of Bank for International Settlement, 1953, and Inter- 
national Financial Statistics (International Monetary Fund) February 1954. 
World imports-f. 0. b. are taken to be the same as exports f. 0. b. To obtain a 
rough estimate of imports f. 0. b. other than those to the United States, 10 
percent has been subtracted from imports into the United States c. i. f., and the 
net figure subtracted from the world exports f. o. b.) 

The great deterioration in the ratio of gold to goods since 1938 is evident. 
Not only is the gold held outside the United States inadequate, but also the 
total gold stock including that in the United States has too low a ratio to the 
value of world trade. 

This situation can only be remedied by a reduction in the gold contents of the 
various currencies which would automatically enlarge the value of gold reserves 
as a percentage of the value of world trade. 

2. Balance of payments: The major part of gold production is outside the 
Western Hemisphere. If the gold newly mined each year is to be distributed 
among the different nations in accordance with their production or needed money 
supply, this would involve some net flow of gold each year to the United 
States. If the value of newly mined gold bore anything like the same relation 
to the value of world trade that it did before the war, the allocation of a 
suitable proportion of this newly mined gold to the United States would make a 
considerable contribution to rectifying the dollar imbalance from which the 
world is suffering. 

[ enter upon this part of the argument with much reserve, and I would 
earnestly ask you, gentlemen, to note the proviso to which it is subject. If the 
United States required no more gold than she has, I would not suggest that she 
should offer to help the world dollar imbalance by buying more gold or by 
paying more for it. In the section that follows I shall argue that the United 
States has a serious need for additional supplies of gold. It is only on that 
basis that I suggest that it would be desirable to rectify the world’s dollar 
imbalance by remitting more gold to the United States. 

If the United States did not need more gold, then the offer to buy more at a 
higher price could be represented as merely a way of bailing out the rest of 
the world. That is not the proposal which I am putting forward. 

Once again I have to trouble you with some figures. In the thirties an unduly 
large amount of gold was shipped to the United States; $6,839 million 
was shipped in the 5-year period 1933-38. This exceeded by about $1 billion the 
amount of new gold coming forward from sources other than the United States 
and the U. 8.8. R. The greater part of this was due to a flight of capital from 
the rest of the world to the United States. During that period the United States 
had a favorable balance of payments on goods and services account of about 
10 pereent. I have calculated that if the gold shipped to the United States had 
consisted solely of what was required to finance that balance of payments, 
$1,602 million would have been shipped. The amount of new gold coming into 
the monetary system other than from the United States and the U. S. 8S. R. 
during that period was $5,931 billion. What this boils down to is that the rest 
of the world could have paid in gold for a 10 percent goods and services deficit 
to the United States by shipping about a third of the new gold coming into the 
monetary system. Now that would have been quite a reasonable proportion 
of the new gold to ship. 

During the thirties the new gold coming into the monetary system was equal 
in value to about 6 percent of the world’s annual trade; during the period from 
1945-52 the value of the new gold forthcoming was only equal to about one-half 
of 1 percent of the world’s trade. The reasons for this change are three: 
(1) the lower value of gold in terms of commodities, (2) the lower gold produc- 
tion, which is in turn due to that lower value, and (3) the abstraction of more 
than one-half of the new gold into private hoards which has been discussed above. 

If the commodity value and the production and the availability of gold to the 
monetary system were restored to their prewar relations, there would be 
enough new gold coming into the system each year for the world to pay for a 
deficiency on goods and services account with the United States of about 10 
percent and still only part with about one-third of its new gold. You will 
appreciate that these figures are only very rough approximations, given to sug- 
gest the orders of magnitude involved. 

What I am suggesting is this: If the United States thought fit to assist in 
restoring gold to its prewar position, and if it thought it worthwhile to buy a 
proportion of the newly mined gold, this would be a very large help to solving 
the world’s dollar inbalance. One might think in round figures of about $1 
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billion’s worth of gold a year. All this remains subject to the proposition that 
the United States needs the gold. To this I must now address myself. 
C. National and international defense potential 

I now pass to the question of defense potential. This would normally be classi- 
fied as a matter of national concern. But I have ventured to put it under the 
heading “National and International’ because of the vital interest of the whole 
free world in the defense potential of the United States. Its magnificent 
achievement in the production of weapons and the sacrifices that United States 
taxpayers have made to finance defense have been viewed with admiration by 
those abroad and have given great encouragement and hope. The reserve 
available for use to buy abroad in wartime is an integral part of a defense 
potential. 

There has been a tendency for a good many years for foreigners to tilt at 
the allegedly great reserves of gold in Fort Knox. It is suggested that these 
have been grossly excessive and are a symptom of the futility of modern civiliza- 
tion. I would suggest to your minds, gentlemen, that there may be a little 
wishful thinking behind that; there may be the confused idea that if fun is 
persistently made at the expense of the reserve in Fort Knox, one day the 
Americans may gather it up and distribute much of it as Christmas presents 
to other nations. I suggest, on the contrary, that it is very seriously inadequate 
to United States requirements. 

One might consider this question in relation to the requirements of peace. 
I have already mentioned the net short-term foreign liability of $9 billion to 
be set against the $22 billion of gold. In addition to this there are large holdings 
by foreigners of United States securities. An improvement in the international 
situation, a revival of prospects in Europe and opportunities for private enter- 
prise at a good rate of profit could easily lead to the repatriation of large 
amounts of that foreign capital in quest of profit at home. Unforeseen fluctua- 
tions in the current balance of payments are also possible. According to the 
statistics of the International Monetary Fund the United States gold reserve 
does not bear a larger proportion to the internal money supply than that of 
the United Kingdom. I will not enlarge on these problems since they pale into 
insignificance by comparison with the problem of the war reserve. 

I do not wish to suggest alarm in relation to another war. But it is clearly 
the policy of the United States, and all the free world welcomes that policy, to 
be well prepared for war. I would suggest that the lack of any adequate reserve 
is a serious gap in her defense preparation. 

This point appears to have been overlooked. I should like to take the oppor- 
tunity that you have given me by inviting me to make a statement, of drawing 
your attention to it with special emphasis. In some ways this is the most im- 
portant passage of my submission. There has been a serious oversight and I 
am hoping that you may think it worthwhile to give it your special attention. 

The reason for the oversight may be that the United States was differently 
placed in relation to the Second World War. In the first place there was the 
interval between its outbreak and her own entry. More important was the 
fact that prior to the war there was exceptionally severe unemployment, which 
meant that a vast war effort could be mobilized without such severe inroads 
into other forms of production as would have been necessary had she been 
initially in a full employment position. 

May I advert briefly to the experience of the United Kingdom in the Second 
World War? In the course of it she ran a very heavy adverse halance of pay- 
ments. This was due to the diversion of her manpower away from production 
for export and very heavy expenditures on operations overseas. She was 
able to meet this deficit partly by mobilizing her external reserves, partly 
by the very generous provision of lend-lease, partly by gifts from Canada, and 
partly by obtaining very large credits from third-party countries. Adding 
these sources of finance together, I have calculated she overspent externally 
some $50 billion during the course of the war, that is the payments she had to 
make for her imports, etc., and her expenditures on overseas operations exceeded 
what she earned by exports and “invisibles” by $50 billion. This money was 
spent during the various phases of the war in which prices expressed in dollars 
were rising, but were not as high as at present. I have calculated that this over- 
spending would be equivalent to $90 billion today. It is with this that the 
$22 billion (approximately) now in Fort Knox must be compared. 

It is suggested that the position of the United States would be different. But 
this must be looked at more closely. Naturally my arguments are not relevant 
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to some atomic war that might last for 2 or 3 weeks. I am assuming that this 
cannot be taken for granted, and that we are still in a phase in which general 
preparations have to be made for a war of a more orthodox character. 

Unfortunately I have to suggest to your minds that on the outbreak of the 
war a large part of the world would suddenly and unexpectedly become neutral. 
I venture to say that if the United States took up arms in defense of the free 
world against aggression, Britain would certainly be a belligerent with her. 
So indeed would some other countries, but I will not mention which those are 
likely to be, as that might have an invidious implication for the countries not 
mentioned. No doubt the credit of the United States would be very strong. 
She could establish blocked dollar accounts just as Britain established blocked 
sterling accounts in the last war. But you may be sure that this is not a point 
of strength; some neutrals may get restive in giving too much credit; there 
were times in the early part of the war when, despite shipping shortage, Britain 
had to accept longer shipping hauls for imported goods rather than buy from 
areas where credit was becoming tight. This was a constant source of worry, 
and indeed of weakness. 

I suggest to you that the United States would begin overspending very 
strongly from the first day of the war onward. If she were engaged at once in 
an all-out effort she could not afford to sustain her exports at their present 
level. This is one way in which the point I made above about the initial 
unemployment in 1939 becomes relevant. As there is not now a large volume 
of unemployment, almost all the resources needed for waging war would have 
to be diverted from other employments. On the other hand, it is not clear that 
imports could be drastically cut. Full employment in the United States has 
also had the corollary that the whole population is enjoying a high standard of 
living. This would no doubt have to be cut; but too great a cut is not good for 
morale. When millions of tons of shipping were being sunk at sea, and a thin 
line of aeroplanes was saving Britain from destruction, Mr. Churchill’s Govern- 
ment decided that it would not be expedient to cut off the imports of tobacco. 
I suggest than an American administration would think in the same way about 
coffee. Meanwhile the United States would be involved in vast expenditures 
overseas on account of military operations. I have taken Britain’s experience 
as a yardstick, but the United States is a country of more than 3 times the 
population and perhaps 6 times the wealth, and in an all-out effort her overseas 
expenditure on operations would be correspondingly greater. Even in peacetime, 
the military expenditure on installations and the servicing of forces overseas 
is reaching formidable dimensions. I infer from all this that the overspending 
by the United States in such a war might well prove much larger than that of 
Britain. And I compare the British overspending of $90 billion (at current 
prices) with the gold reserve of the United States of $22 billion. To this must be 
added certain overseas investments, but these are not large and in many cases 
might be difficult to turn into ready cash. 

Thus in relation to possible requirements, the liquid reserve of the United 
States is very small, and this is a point of great weakness. It would be 
decidedly in her interest to increase those reserves. Paradoxically this could 
be done by a stroke of the pen. If the United States Congress passed legislation 
laying down that the gold reserve was worth not $22 billion but $40 billion— 
I take $40 billion as a round figure and not intending to prejudge the issue of 
the right amount of revision—the whole world would accept that now with 
alacrity, and accept the gold in exchange for goods consigned to her at the new 
dollar valuation. If, however, a war had already broken out, it would not be so 
easy to carry out that maneuver. 

But even $40 billion’s worth of gold would by no means be a large reserve, 
and it would be expedient to add to it year by year by acquiring a proportion of 
newly mined gold at the new valuation. An annual intake of, say, $1 billion 
worth of gold a year—again to name a round figure—would by no means be 
excessive. I need not remind you of the many billions of dollars that are being 
spent year by year on aircraft and other forms of equipment, some of which 
might be obsolete when the war broke out. Would it be out of proportion to 
spend $1 billion each year in adding to the stock-pile of a medium, gold, which 
would assuredly not go obsolete, and which would enable the United States to 
draw required supplies and services from neutral countries in all parts of the 
globe? 

This point may now be linked with that of the preceding paragraph. It 
would certainly be convenient to the rest of the world if the United States 
became prepared to accept a certain value of newly mined gold in payment for 
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a part of her exports. I would not suggest that she should do this merely as 
a means of bailing out other countries. But if it is established that the gold 
at the new valuation would be of real value to her, then the case is altered. 
The proposition is that she should devote no more than one-third of 1 percent 
of her national income to providing exports that other countries badly need 
and receive in return an annual addition of $1 billion to her liquid reserve 
in the form of gold. It would take a large liberalization of her import policy 
to convey a comparable benefit to the outer world. It appears certain that 
her exports must decline somewhat on the termination of aid. No feasible 
liberalization of her import policy is likely to provide foreigners with as many 
dollars to buy her goods as she herself has recently been providing by her very 
generous aid. It is certain that the rest of the world must curb their purchases 
of United States exports in line with the supply of dollars becoming available 
to them to buy those exports. This may have a disturbing effect on parts of 
the United States economy. Would it not be a good thing to sustain exports 
by the method I have suggested, namely by accepting a reasonable quantity of 
gold as an addition to her reserve? 

In relation to the possibility of war, I am reluctantly impelled to mention the 
question of Russia. It has been suggested that it would be unwise to raise the 
commodity value of gold on the ground that this would strengthen the Russian 
position. To this there appear to be two answers, each separately sufficient. 
I believe that it is not disputed that the free world is richer in gold both as 
regards stock and annual production, than Russia. If one strengthens a weapon 
possessed by both sides, the side which has more of the weapon, in this case 
the free world, gains a net advantage. 

Secondly the sole advantage of having a good supply of gold in war is that 
one can use it in neutral markets to acquire needed goods and services. If we 
may assume that by airpower and seapower belligerents in the free world are 
kept in touch with a larger area of the globe than the enemy, then the ad- 

untage to it of gold being worth more would be greater than the corresponding 

advantage to the enemy. I have been forced, contrary to inclination, to refer 
to a particular case, because that argument has been used by others; I hope 
that at this phase we are all moving toward a more friendly mutual disposi- 
tion toward one another. 


D. National 

I have already set out the grand objectives of the gold convertibility of the 
dollar under the heading “General” above. In this paragraph I propose to deal 
with technical difficulties that might arise. 

It has been feared that a downward revision of the gold content of the dollar 
might have an inflationary effect. 

So far as the existing stock of gold in the United States is concerned, it will 
be agreed, I believe, that this fear is groundless. The revaluation would be a 
purely bookkeeping transaction. The number of gold certificates issued to the 
Federal Reserve System need not be increased at all, but each would represent 
a smaller weight of gold than before. The remainder of the gold would be 
put into a stabilization fund, available for use by the Government as required 
in future. (I assume that this new stabilization fund would not normally 
be used in the way that the old stabilization fund was used last fall, namely 
to avoid embarrassment due to the national debt ceiling imposed by Congress. ) 

The inflationary potential of a greater annual inflow of gold must be taken 
more seriously. A hasty observer might be inclined to say that the Federal 
Reserve System has only to sell an equivalent value of United States bonds to 
neutralize any inflationary effect of the inflowing gold upon the total United 
States money supply. To this the expert will at once answer that this very 
sale of bonds is at the heart of the difficulty. Ever since 1945 the Federal 
Reserve authorities have had a very perplexing problem in the maintenance of 
an orderly bond market. I am sure, gentlemen, that you would think me a 
gross ignoramus if I merely affirmed that the Federal Reserve System must sell 
say $1 billion worth of United States bonds per annum, and left it at that. The 
Federal Reserve authorities might claim that they had difficulty enough in 
combining the needs of an orderly bond market with the need to check inflation 
under existing conditions, and that it would be very tiresome indeed to have 
to cope also with the need to sell bonds as an offset to inflowing gold. I appre- 
ciate that this problem must be taken seriously, and I deal with it under three 
heads: 
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(1) I am sorry to have to burden you with a purely theoretical argument, 
but the case seems to require one. I submit that in principle the inflow of 
gold ought itself to render the process of selling bonds quite smooth. Let us 
suppose that there were no inflow of gold and that in the year 1954 the general 
situation, including the maintenance of an orderly bond market and the fight 
against inflation, requires that the Federal Reserve System should be neither a 
net buyer nor a net seller of bonds, that is that it should keep its portfolio of 
bond holdings intact. Now let us suppose an inflow of gold is worth $1 billion. 
This not only adds to the central reserve, but also to the reserves of the member 
banks. Thus the member banks are put in a position in which they can increase 
their holding of assets by an amount equal to the gold inflow multiplied by the 
legal reserve ratios prevailing at the time. Thus they are potential buyers of 
bonds or other interest earning assets of value considerably more than $1 billion. 
If they choose not to buy but to add $1 billion to their “excess” reserves, then 
there is no increase in the aggregate money supply and no inflation engendered. 
If, on the other hand, they come into the market as buyers of bonds or other 
assets, the Federal Reserve System can unload assets to the equivalent value 
without disturbing the orderliness of the market. As the Federal Reserve 
System unloads assets, this offsets the increase of reserves due to the inflow 
of gold. By unloading the right amount of assets it should be possible to reach 
the same equilibrium as existed before. It is not possible to lay down any rigid 
rule as regards the amount of assets that the Federal Reserve System should sell, 
this depending upon the extent to which the member banks allow excess reserves 
to stand or tend to use their reserves to buy assets. I judge, therefore, that the 
Federal Reserve System should have no difficulty in principle in counteracting the 
gold flow by a suitable sale of bonds so as to preserve the antecedent status quo 
and the orderly bond market. 

(2) Immediate future: I have not so far considered the proposal to alter the 
gold content of the dollar in relation to a trade recession. It is argued by many 
that this would be a very neat and convenient method of counteracting any 
tendency to recession that we may experience in the immediate future. I have 
deliberately preferred to base my reasoning on more fundamental principles 
having wider application. It may be relevant, however, to refer to the recession 
as a subordinate matter. It may be that the task of offsetting a gold inflow by 
the sale of United States bonds would not in practice be achieved with that 
clocklike smoothness that the theoretical considerations put forward in the 
foregoing paragraph suggest. It may be that if a substantial gold inflow oc- 
curred in the near future, the Federal Reserve authorities would feel themselves 
unable to offset it completely and that this might cause some increase in the 
money supply. I suggest that in this same period we need not have any great 
fears as to the evil consequences of such an increase. It seems generally agreed 
that the forces tending toward recession are likely to be stronger than those 
tending toward inflation in this coming period. Consequently it may be re- 
garded as a very timely one for the introduction of the measure proposed. A 
moderate increase in the money supply would do no harm. 

(3) Beyond the immediate future: The arguments of the foregoing paragraph 
only have limited application. In the long run we need assurance that the 
Federal Reserve System can offset gold inflows when these would tend to have 
an inflationary effect. The difficulty that we are here concerned with is that 
these offsetting operations might conceivably disturb the “orderliness” of the 
bond market. I understand that what is meant here is not simply the fear that 
the sale of United States bonds might entail a fractionally higher interest charge 
on new issues by the United States Treasury. While it is no doubt important 
for the Treasury, acting on behalf of the taxpayer, to keep the cost of servicing 
the national debt as low as possible, I do not conceive that a difference of 
between 3 percent and 21% percent on the bond rate would be a serious enough 
objection to weigh against the great and far reaching advantages of the proposal 
before us. I conceive the difficulty to be somewhat different. The fear is that 
the sale of United States bonds by the Federal Reserve System might seriously 
affect the capital position and liquidity of many member banks and other 
financial institutions. As I understand it, the combined effect of the industrial 
depression prior to 1989 and the vast increase of the national debt since 1939 
is that member banks and other financial institutions have come to be unduly 
loaded up with government securities, and that the prolonged period in which 
the United States bond rate was pegged has led some banks and other institutions 
to regard medium or long-term United States bonds as the equivalent of per- 
fectly liquid assets. In such conditions too big a variation in the capital value 
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of these bonds might cause grave embarrassment and even widespread financial 
insolvency Now this is an unsatisfactory position. I hope I am interpreting 
matters aright in believing that since the accord between the Federal Reserve 
System and the Treasury in March 1951, it has been the deliberate policy of the 
Federal Reserve System to introduce sufficient flexibility into the bond market 
to make it plain to banks and other institutions that they must not regard these 
bonds as perfectly liquid assets. 

Now it may be that this policy will take some time to have its full effect. To 
an outside observer, if he may be permitted to comment on these matters, it 
seemed that the events of the late spring and summer of 1953 implied that undue 
dependence by the financial world on the liquidity of bonds was a source of 
embarrassment to the Feedral Reserve System. Nonetheless, we may hope that 
the further pursuit of their policy will rectify the situation. Banks or other 
iustitutions requiring assets of immediate liquidity should have sufficient short- 
term paper to hold for that purpose; if they require assets of intermediate liquid- 
ity, they should be able to build up a portfolio of assets with maturities dated 
according to requirement. As it appears to me, this problem would have to 
be solved in the interests of sound finance, whether the proposal for altering 
the gold content of the dollar is adopted or not. Once this problem is solved, 
there should be no difficulty in the Federal Reserve System offsetting inflows 
of gold of unusual amount by the open market sale of bonds; alternatively the 
Treasury can acquire the gold without issuing gold certificates to the Federal 
Reserve System. 

My general conclusion is that, while a renewed inflow of gold would un- 
doubtedly set the Federal Reserve System a problem, the problem is not insuper- 
able. 

E. Conclusion 

I have recommended the restoration of the full gold convertibility of the dollar 
and the revision of its gold content both on national and international grounds. 
From the national point of view it seems desirable to have a legislative check 
which will enable and compel any administration to resist the pressures to which 
it may become subject to embark upon an inflationist policy. From the national 
point of view I lay particular stress on the importance of enlarging the value 
of the gold reserve with a view to increasing defense potential. 

You will appreciate that this discussion has relevance to the wider issue in all 
parts of the free world of freedom versus control in economic matters. I must 
admit that I am not one of those who believe that it would be possible or desirable 
to return to the system of laissez faire that prevailed before 1914. I am con- 
vinced of the necessity of a considerable measure of rather complex economic 
policy by various governments to prevent both inflation on the one hand and 
depression and unemployment on the other. Nonetheless I would hold that it is 
desirable, in the interests of the efficiency of a free enterprise system, to have 
the greatest possible amount of freedom that is feasible. The money question is 
at the heart of the problem of providing the greatest amount of freedom. As 
for individuals, so for nations, it is desirable that there should be a sufficient 
amount of liquidity to allow freedom of maneuver. Without liquidity each 
government will continue to be compelled to secure a bilateral balance with its 
trading partners by means, if necessary, of restrictions. 

A restoration of the value of the world’s gold stocks to its prewar relation to 
the value of trade would be by far the biggest single action that could be taken 
facilitating the adoption of more liberal trading policies by all nations. 


Senator Bricker. Congressman Engle will appear tomorrow. That 
will conclude the hearings this morning. We will meet again tomor- 
row morning at 10 o’clock. 

(Whereupon, at 12: 20 p. m., the subcommittee recessed to reconvene. 
at 10 a. m., Wednesday, March 31.) 
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WEDNESDAY, MARCH 31, 1954 


Untrep Stares SENATE, 
SuBcOMMI?TTEE OF FrperRAL Reserve MATTERS OF THE 
BANKING AND CURRENCY COMMITTEE, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10:05 a. m., room 301, 
Senate Office Building, Senator John W. Bricker (chairman) pre- 
siding. 

Present: Senator Bricker. 

Also present : Senator Frear. 

Senator Bricker. The subcommittee will come to order. The first 
witness this morning will be the author of two of the bills we are 
considering, Senator McCarran of Nevada. We are glad to have you 
here. You may proceed. 


STATEMENT OF PAT McCARRAN, A UNITED STATES SENATOR 
FROM THE STATE OF NEVADA 


Senator McCarran. Mr. Chairman, I wish to address myself to 
each of the four bills pending before this committee—S. 138, S. 2514, 
S. 2332, and 8. 2364. S. 13 is the same as S. 13 which I introduced in 
the first session of the 81st Congress and on which hearings were held 
by this committee in May 1949. S$. 13 is a straightforward, uncompli- 
cated measure, expressed in simple English, which permits gold miners 
to sell the product of their labor in the best market they can find. It 
continues the present provision of the Gold Reserve Act of 1934 requir- 
ing the United States Treasury to buy all gold offered at $35 per ounce. 
It repeals the absurd penalties which the law now applies to the pur- 
chase and possession of gold by private citizens. 

There is no mystery in this measure. It conceals no sinister, ulterior 
purpose. It involves no levy on the taxpayer and no increase of the 
public debt. It calls for no subsidy to gold miners or others. It does 
not call for regimentation of the American people. It will not create 
chaos in foreign trade. It will not bring aid and comfort to the Com- 
munists. It does not threaten our system of free enterprise. It is not 
inflationary. It does not interfere with the effective management of 
the public debt. It involves us in no new international commitments 
or complications nor does it violate any treaties or any other inter- 
national engagements. It does not require the approval of the Inter- 
national Monetary Fund. 

What, then, does this measure do? 

It permits an open, free market in which gold can be bought and 
sold precisely as stocks and bonds are sold on the New York Stock 
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Exchange; prec isely as wheat and corn and oats and cotton are bought 
and sold, either on ‘the great commodity markets of the country or as 
between farmers and between farmers and the local elevator man. It 
extends to buyers and sellers of gold the same facilities and privileges 
now e njoye “<l by bond traders and cattle dealers. For the first time in 
20 years it will provide an open forum in which the value of gold 
may bs , a ‘termined in the light of all those forces which operate in any 
free market. A new generation will rediscover an ancient privilege of 
the American peo yple : that of owning and possessing one of the basic 
and oe ic commodities of commerce, a piece of gold. 

What is the significance of a free market for gold? Gentlemen, I 
su bmit, with all the gravity at my command, that upon this simple 
issue hangs the ultimate course of American history and upon it 
turns the future destiny of F the American people. Upon this issue, 
now raised anew after two decades of bureaucratic control of the 
money system, now raised in a time of peace and calm reflection, now 
raised before a new generation that has known only the pharaonic 
bondage and tyranny of manipulated and monopolistic money, turns 
the question whether the American people continue to drift into 
statism and autocratic control of the means of livelihood, or whether 
they turn their backs, as our pioneering forefathers did, upon these 
deceptive philosophies and systems in favor of a system of individual 
freedom and enterprise. 

For the American system is a system supported by, and therefore 
dedicated to, the private ownership of wealth. It is founded on the 
belief, first, that representative Government can succeed only under 
conditions of a free and inde pendent electorate; second, that men are 
free to express their political views and convictions only when they 
are free in their persons and independent in their liv lihood ; and third, 
that men are independe nt in their livelihood only when they are free 
to acquire, hold, and transmit the possession of property. 

You may ask, What has this to do with the free market for gold? 
This, Mr. Chairman: That if we are to have a society of free men, 
we must have a system that permits men to acquire possession of 
property in its most simple and elemental form. The primary unit 
of property is a piece of metal enjoying a universal market, value. and 
acceptability, with the weight and purity of that piece of metal au- 
thenticated by a seal of author ity. When the seal of authority is that 
of the State, we have a coin in the true and monetary sense of the 
term. A coinage having intrinsic value, and perfect exchangability, 
is the mustard seed of a national economy which, when protected and 
allowed to grow, becomes the flourishing tree of independences for 
the individual and prosperity for the Nation. Deprive the individual 
of his right to possess monetary gold and you strike at the very roots 
of our capits alistic system. 

I am aware that there is a flood of Keynesian propaganda that the 
private ownership of gold is an iniquitous form of hoarding and con- 
trary to the inte rests of soc iety. Under the impact of this propaganda, 
hoarding has become a phobia word, a str ategy in semantics of the 
same sort with which listeners to the voice of Moscow have become 
familiar. If possession of gold is bad for the individual, by what 
logic is it so virtuous for the State to amass vast quantities of the 
precious metal? Since the writing of history began the existence of 
princely hoards has been a main object of conquest and the drive of 
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invading armies. The conquest of Peru, the spoilage of Delhi, the 
sack of Constantinople, all bear testimony to the danger of amassing 
metallic treasure in kings’ houses and government vaults and, despite 
the progress of morals and of the art of military defense, that danger 
still exists as among the important considerations of statecraft. 
These questions aside, let us contemplate the disastrous consequences 
upon the masses of poor and ordinary folk among the nations where 
this pernicious theory of government monopoly of the precious metals 
prevails. One need only cast a glance upon the French peasant who 
exchanged his good louis d’or for the depreciating paper of the bank 


of France, and compare his condition before and after. The poverty 
and misery of the vast masses of Asia, to whom we are now administer- 
ing economic aid through our point 4 and related programs, have 


been due in large part to their ceariealiie under duress or economic 
pressure, of the coins in their possession for the paper money of their 
governments. 

There can be little doubt that the shift from metallic money to 
paper money that occurred throughout Asia and other underdeve loped 
areas during the 1920’s—largely upon the influence of American 

“money doctors’—can be traced the economic penury, the political 
instability, and the unrest among the masses that characterizes the 
conditions in those lands today. 

Yes, a free gold market is the bottom rung of the ladder of eco- 
nomic independence for the individual and when you knock out this 
rung, you make it difficult, and sometimes impossible, for the in- 
dividual to reach those higher rungs—the ownership of a home, of a 
farm, of an investment security, of a business. 

Beyond these elemental requirements of a free economy, a free gold 
market is a necessity of the internal position this Nation has assumed. 
The dollar today is the universal standard of value. It occupies to- 
day a position of influence not equaled in history either by the 
Athenian drachma, or by the Roman denarius, or by the British 
pound, or by the bezant of medieval Europe. Its position is attested 
by the fact that even the Soviet Government uses the dollar standard 
in its international accounts. 

The maintenance of a universal standard of value, the discharge of 
this heavy responsibility, demands a mechanism upon which the true 
value of the dollar can be ascertained at all times. This can be done 
only by a market in which the dollar may be freely exchanged for 
gold on terms which the market determines and not on the terms dic- 
tated by a coterie of monetary theoreticians. 

No commodity of commerce enjoys such universal demand as gold. 
Not even American chewing gum, the discarded wrappers of which 
may be found upon the coasts of Coromandel and in remote Andesian 
jungles, can compete with gold for acceptability or as a medium of ex- 
change. As the present administration is dedicated to a policy of 
expanding world trade it must perforce begin with this economic fun- 
damental—a free market for gold. 

But I have spoken enough to outline to you A importance and 
significance of this measure which I introduced, 8. 13. I may broach 
at this time only one further advantage of a tree and open market 
for gold—the impetus it lends to the movement for freeing the na- 
tions of the world from tyranny. A free world, it is not a paradox 
to state, begins with a free market for gold. We are told that the 
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process and technique of enslaving nations by infiltration begins with 
the seizure of the police apparatus and the means of communication. 
I assert that the process of enslavement begins when the peoples of a 
land are persuaded to accept the opiate of a managed money. 
Drugged and lulled by the vapors of easy money and rising prices, 
they yield to the state possession of their gold and they surrender their 
right to hold the same. With the monopoly of gold now in the hands 
of the state, it can proceed to manipulate the monetary system to 
the gradual impoverishment of the masses through the diversion of 
liquid wealth to the hands of speculators and the concentration of the 
means of production in the hands of the state, and in the process 
breeding unrest and resentment among the masses until finally they 
are prepared for revolt and the surrender of their powers into the 
hands of a Marxist oligarchy. 

I now address myself to S. 2332. While I support the general 
principles of Senator Bridges’ bill, I must raise serious doubts as to 
the wisdom of the provisions requiring a return to the gold standard 
at $35 an ounce. It is generally conceded that the American dollar, 
for all that it is the most universal money of account in the world 
today, is not a sound dollar but is fiat money. That this is so is 
evident by the quotations of the dollar in such limited free gold 
markets as exist today. If this were not so, if there were no doubt 
as to the absolute value of the dollar, there would be no argument, no 
reason, for not returning to full convertibility of the dollar at once. 
Since there is difference of opinion, since there is doubt as to the 
extent of the discount of the dollar in a free market, it is not until 
we have established a free gold market, as I have proposed in S. 13, 
that we will know the true rate at which convertibility of the dollar 
should be reestablished. 

In this connection I now comment upon S. 2364. I fully support 
Senator Murray’s bill since it provides for a free market for newly 
mined domestic gold. However, I do not think the bill goes far 
enough. No true determination of the value of the dollar can be 
made until a gold market completely free, which means both domestic 
and international in character, has been established. 

I would now address myself to S. 2514, otherwise known as the 
Sound Money Act of 1953. The purpose of this act is to establish a 
sound, honest, and dependable monetary system which will maintain 
and protect the solvency and integrity of the people’s money and the 
solvency and integrity of the United States; and to guarantee the 
redemption of our currency in gold and/or silver, at face value, on 
demand, and for other purposes. This bill supplements my bill S. 13, 
by advancing a second step toward returning the money system to the 
people. When the true value of the dollar has become redeemable by 
reference to its free and open market price, as provided in S. 13, the 
Congress shall then, under the provisions of this act, redeem and fix 
the statutory value of the dollar both in terms of gold and silver, by 
the process of fixing the price at which the Treasury will reecive these 
metals for coinage. 

There are those who thought that the ghost of the bimetallic stand- 
ard was laid in 1900 with the adoption of the gold dollar as the stand- 
ard of value. Nevertheless, the question remains with us. For a 
money of universal significance must be united to and based upon a 
metal or metals having universal acceptability, value, and exchange- 
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ability. While gold has preeminently been the preferred metal for 
money it has never succeeded in supplanting silver, particularly in 
many of the less highly developed areas of the world. The basic 
reason for a bimetallic money system is that which I have mentioned 
earlier: that economic freedom begins with right of possession of a 
coin having intrinsic value. Now, you can deprive the masses of that 
privilege two ways. One i is by forbidding them to possess the more 
precious metal, and compelling them to use a fiat and depreciating 
paper money, the system that exists in most nations of the world, 
including our own; and second, by limiting the money of account 
and legal acceptability to a metal so precious that popul: ir ownership 
of it becomes impossible. Such would be the case in this country 
were the money of account to be based upon platinum or palladium 
instead of gold. Such was the effect of the demonetization of silver 
throughout the I: irge areas of Asia, where conditions of such poverty 
exist that the individual can hardly hope to save enough from his 
livelihood to become the possessor of a gold coin. For centuries, in 
those lands, silver coinage has provided the means by which the 
thrifty individual was enabled to take the first step from the morass 
of indigency toward the firm ground of independence. Laboriously 
he saved a silver coin, which, often as not, he put upon a string about 
his wife’s neck for safekeeping. He accumulated another, and an- 
other, until he possessed enough to purchase a goat, a sheep, or a 
donkey, and at that point he became the possessor wealth-begetting 
property and was on the road to economic independence. 

If the United States is to play its role of world leadership, as it must, 
it must also give its attention to the demands of the masses of the 
world for a kind of currency which can sustain and nourish their 
more primitive economic lives. 

Before I conclude I wish respectfully to invite the attention of the 
members of this committee to the fact that the Congress, in the act of 
November 1, 1893, set forth a policy of bimetallism which remains as 
a solemn obligation of our Government. I quote briefly from that act: 

And it is hereby declared to be the policy of the United States to continue 
the use of both gold and silver as standard money, and to coin both gold and 
silver into money of equal intrinsic and exchangeable value, such equality to 
be secured through international agreement, or by such safeguards of legisla- 
tion as will insure the maintenance of the parity in value of the coins of the 
two metals, and the equal power of every dollar at all times in the markets 
and in the payment of debts. And it is hereby further declared that the efforts 
of the Government should be steadily directed to the establishment of such a 
safe system of bimetallism as will maintain at all times the equal power of 
every dollar coined or issued by the United States, in the market and in the 
payment of debts. 

I concede that the operation of a bimetallic monetary system pre- 
sents complex difficulties, but I do not believe that they are insoluble 
and I submit for your consideration the view that we cannot discharge 
the world obligations we have assumed without giving favorable 
consideration to this question. 

I wish to express my gratitude to the chairman and to the committee 
for giving me the opportunity to be heard. 

Senator BrICKER. Senator McCarran, I want to express my appre- 
ciation to you for coming over and making this presentation. You 
have raised in this bill, and the other bills along with it, a problem 
that must be faced and faced squarely in the Congress of the United 
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States, which has been drifting, and drifting I think in the wrong 
direction. We have had an inflationary trend which has resulted 
from a lack of an anchor to leeward. It raises problems that are of 
vital interest to every citizen of the United States as well as to every 
member of Congress. I want to thank you. 

Senator McCarran. Thank you, Senator. 

Senator Bricker. The next witness will be Senator Case. 


STATEMENT OF FRANCIS CASE, A UNITED STATES SENATOR 
FROM THE STATE OF SOUTH DAKOTA 


Senator Case. Mr. Chairman and members of the committee, I 
appear = today to urge that you report legislation which will 
lift the heavy hand of Government from the domestic producer of 
gold and from the American citizen who wants to own gold, and to 
cease the heavy discrimination in favor of foreign claimants against 
the United States. 

Today, the domestic pro lucer can sell gold only to the United States 
Government; he is denied access to the foreign market; he is denied 
direct access to the domestic market. Today, the American citizen 
who desires to own gol 1 can do so only if he buys it in the form of 
jewelry; yet any citizen of a foreign country who has a claim against 
the United States can demand settlement in the form of gold dollars. 

Senator Bricker. Can a citizen do that or is it the central banks 
of the other countries ? 

Senator Casr. I suppose they file them through the banks. But 
the statement that was presente d by Mr. Burgess the other day listed 
the foreign claimants against the United States. It ran to $11 billion 
approximately, as I recall. 

Of course, I believe in the gold standard; so does the world in 
actual practice. It is a simple fact of red that the world believes 
in gold. Wipe away governments and the best thing for barter is a 
hunk of gold. The least organized society recognizes gold. Gold 
cannot be counterfeited. A humble savage knows how to test gold 
for its purity. It will stand fire; it does not rust. Diamonds are 
precious but they are too scarce and it takes an expert to value one. 
So, gold, minted or not, stamped as double eagles, sovereigns, or dollars 
or left as simple plain bullion in bricks or in dust, speaks an interna- 
tional language which survives earthquakes, political revolutions— 
yes, and even atomic blasts. 

So, I do subscribe to the general principle of recognizing in law 
what exists in fact, a gold standard. 

In my opinion, the objectives of the present administration, a sound 
currency, can never be obtained while we continue the inflationary 
method of monetizing debts. The round of borrowing money on notes 
and discounting those notes for paper currency and Government 
issuing bonds to issue more paper money is inflation without end. 
Restoration of a gold standard with free convertibility is the only 
automatic check to inflation that has worked in the history of the 
world. 

Mr. Chairman, I repeat with emphasis words of the Commission on 
Foreign Economic Policy which were used by Mr. Rudolph Burgess, 
Deputy to the Secretary of the Treasury, to close his statement before 
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you 2 days ago. Here was Mr. Burgess’ quote from the Commission’s 
conclusions: 

Convertible currencies constitute an indispensable condition for the attain- 
ment of worldwide multilateral trade and the maintenance of balanced trade 
in a relatively free market. 

Mr. Burgess quoted those words as a goal, toward which he offered, 
in my opinion, less help than they deserve. I repeat them to you, 
Mr. Chairman, as a goal toward which this committee and the Congress 
‘an and should take a definite step. 

Personally I would not oppose some of the bills before you but I 
recognize some of the opposition those proposals arouse. I think 
there is, however, one step which we can take against which I see no 
valid objection and little serious or logical opposition. 

That step is to permit domestic producers of gold to sell their 
product freely at home or abroad and to permit United States citizens 
to own gold bullion. 

I have listened with interest to the statement just presented by 
Senator McCarran in behalf of his S. 13. Somewhat the same objec- 
tive is proposed in Senator Murray’s bill. 

Senator Bricker. Senator Murray’s bill is a little more limited. It 
is limited to the free gold that is mined in this country. 

Senator Casr. I thank the chairman for pointing that out. 

While not objecting to either of those bills—I wouldn’t oppose re- 
porting either of them to the floor of the Senate; I probably would 
vote for either one—I did think that possibly the legislative com- 
mittee’s consideration should be directed more to modifying the laws 
on the statute books at the present time instead of saying, “Not with- 
standing any other act.” 

To accomplish that step, I introduced a bill yesterday which was 
drafted by the Senate’s Legislative Counsel at my request. The nub 
of the bill is in the first paragraph which reads: 

Be it enacted, etc., That, except in time of war, the Secretary of the Treasury 
shall not hereafter prescribe the conditions under which gold may be acquired 
and held, transported, melted or treated, imported, exported, or earmarked 
for industrial, professional, and artistic uses; and any regulations of the Sec- 
retary of the Treasury which are inconsistent with the provisions of this section 
shall, to the extent that they are inconsistent, be inoperative. 

That is intended, Mr. Chairman, directly to nullify clause (a) of 
section IIT, I think it is, of the Federal Gold Reserve Act of 1934, 
which imposed upon the Secretary of the Treasury the directive that 
he should issue regulations for certain purposes. Clause (a) related 
to domestic industrial uses of gold and (b) and (c) relates to monetary 
uses and other purposes. This negatives that by saying, “that, except 
in time of war, the Secretary of the Treasury shall not hereafter pre- 
scribe the conditions” —— 

Senator Bricker. Your bill does not go to the question of converti- 
bility ? 

Senator Case. It does not as to coinage. It simply negatives that 
one clause, in effect, in section ITT. 

Senator Bricker. That bill will no doubt be before this committee 
today. We will consider it as a part of the overall picture. 

Senator Casr. Thank you, Mr. Chairman. There are two small 
sections which follow, which are merely technical amendments to the 
Trading With the Enemy Act and the Federal Reserve Act where 
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they refer to gold bullion. With your permission, Mr. Chairman, 
the entire text of the bill might be inserted at the conclusion of my 
remarks, 

Senator Bricker. That will be done. (See p. 148.) 

Senator Casr. In support of this simple step, Mr. Chairman, I sub- 
mit two simple propositions: ; 

(1) Domestic producers of gold are entitled to sell their gold in 
time of peace in any market they choose. 

(2) United States citizens are entitled to own gold just as much as 
the citizens of any other country of the world, and particularly since 
the United States continues to permit foreign claimants to demand 
and receive settlement in our gold, as the chairman has pointed out. 

The discrimination of existing regulations must be self-evident. 
The Government says to the domestic gold producer, you must either 
sell your goods to the Government or close shop. In effect that says to 
the producers, you must work for the Government. You must oper- 
ate in a competitive labor market. You must pay Government-levied 
taxes and pay Government-fixed social-security benefits. Your prod- 
uct, however, must be sold to the Government and only to the Govern- 
ment at a price which the Goverment determines. 

Even assuming that if sold to industry or sold abroad the product 
might not bring any more than it does when sold to Government, in- 
justice exists. 

This is apparent, Mr. Chairman, when we reflect that Government 
does not take that position as far as I know in any other field, in 
peacetime. When we draft doctors, to avoid the liability of being 
charged with unconstitutional class legislation, the doctors draft law 
provides that the doctor must be granted a commission as an officer. 
And even in this field of gold mining, striking evidence came only 
yesterday that possibly the courts would find this practice a violation 
of due process of law. 

For yesterday, March 30, 1954, Mr. Chairman, a commissioner ap- 
pointed by the United States Court of Claims filed with that court 
findings of liability in a number of consolidated cases growing out of 
the closing of the gold mines in 1942 under order L-208. 

I have in my hand a copy of the findings of Commissioner William 
E. Day. There are several cases that were consolidated. He was 
appointed by the court to make findings. The entire document will 
be interesting to all who are concerned with this legislation. I would 
like to read particularly the findings on page 121, paragraph 64, 
for that is one of the findings in relation to the Homestake, which is 
the largest domestic producer of gold: 

By reason of the issuance of Order L-208, Homestake was deprived of the 
use and benefit of ownership of its gold mining properties, to wit, the right to 
obtain gold from the ore bodies on its properties and to sell such gold. 

That is a finding of the Commissioner of the Court of Claims, that 
by issuance of that order a gold mine company was deprived of the 
use and benefit of ownership of its gold mining properties, to wit, the 
right to obtain gold from the ore bodies on its property and to sell such 
gold. 

Senator Bricker. That doesn’t go to the question of where he has 
to sell it. As far as the record shows, that would be $35 an ounce to 
the Government ? 
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Senator Case. That is true. Of course, the mines were shut down 
completely. 

Senator Bricker. I know they were. I say, the opinion doesn’t 
go to the question of whether or not he has to sell it to the Government ? 

Senator Case. Possibly, not directly, but I suggest that requirement 
is a limitation on the benefit of ownership which ex xisted at the time 
the properties were acquired and developed. 

Senator Bricker. I will ask the clerk to get copies of that so we 
may have a copy in the files. 

Senator Case. Another finding cites the number of homes that 
were boarded up and left vacant, the businesses that were forced closed. 
It even cites the fact that the State of South Dakota lost $1 million 
a year, which was one-tenth of its revenue, due to the failure of the 
mine to pay taxes on the ore mined. 

Senator Bricker. I remember that. 

Senator Case. I suggest that the limitations on sale of the product 
of domestic gold mines constitute a serious impairment of the con- 
stitutional due-process rights of the owners of those properties, 
Certainly the limitations constitute a discrimination and an injustice 
which the Congress should correct whether the issues present a justi- 
fiable question for the courts or not. 

I might say, Mr. Chairman, the operations of the Homestake gold 
mine would be impossible today were they operating under the mining 
methods and the equipment that was used in 1927. If my memory 
is correct, where they showed a substantial profit in 1927, operating 
under the old price of gold, that if they had used those same methods 
in 1950 and 1951, instead of showing a profit they would have shown 
a loss of $1,500,000. That is in spite of the change in price. 

On the second proposition, the entitlement of United States citizens 
to buy, to sell or to own gold as much as citizens of any other nation, 
again I resort to a quotation from the remarks of Mr. Burgess, 
Deputy Secretary of the Treasury. In this instance I use Mr. Bur- 
gess’ own words, not his citation of others. Early in his statement 
to you, Mr. Burgess said: 

Since the removal of unnecessary restrictions on the citizen is a steadfast 
objective of this administration, we are reviewing the regulations concerning 
gold, in an endeavor to find ways in which we may reduce the administrative 
burdens which they impose on individuals and firms. 

Let me repeat for emphasis the first clause : 


Since the removal of unnecessary restrictions on the citizen is a steadfast 

objective of this administration— 
That is a splendid objective, Mr. Chairman. It would be even better 
if the stated purpose had been to remove injustice and discrimination, 
but it is worthwhile if only to ease administrative burdens since it 
would aid equity. 

In eonclusion, Mr. Chairman, may I urge this committee not to let 
this hearing be simply a forum to let off steam; it is possible to take 
a definite step toward the objective of full restoration of a working 
gold standard. This committee has within its hands the power to lift 
the heavy hand of Government by decree at one and the same time 
from an important domestic industry and from its entire citizenry. 
I earnestly urge affirmative action. Thank you. 
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Senator Bricker. Thank you very much, Senator Case. We will 
insert your bill, S. 3222 in the record. 
(The bill referred to follows :) 


[S. 3222 Cong., 2d sess.] 
A BILL To authorize except in time of war private transactions involving x the sale, acquisi- 
tion, or holding of gold for industrial, professional, and artistic uses 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That, except in time of war, the Secretary of 
the Treasury shall not hereafte prescribe the conditions under which gold may 
be acquired and held, transported, melted or treated, imported, exported, or 

irmarked for industrial, professional, and artistic uses; and any regulations 
of the Secretary of the Treasury which are inconsistent with the provisions of 


this section shall, to the extent that they are inconsistent, be inoperative. 

Sec. 2. Section 5 (b) (1) of the Trading With the Enemy Act, as amended 
(12 U. S. C. 95a), is amended by striking out in paragraph (A) thereof the 
words “or bullion” and by inserting at the end of such section the following: 
“During time of war, the President may exercise the same power with respect. 
to gold or silver bullion as he is authorized by this section to exercise with respect 
to gold or silver coin.” 

Sec. 3. Section 12 (n) of the Federal Reserve Act, as amended (12 U. S. C. 


248), is amended by striking out “gold bullion,’ or “gold bullion’ wherever 
appearing in such section. 

Senator Bricker. Do you have any questions, Senator Frear / 

Senator Frrar. No. 

Senator Bricker. Thank you again, Senator Case. The next witness 
will be Mr. Harry Sears, president of the Calaveras Central Gold 
Mining Co., Ltd. Mr. Sears, if you will give your name to the re- 
porter, you may proceed.’ You have a prepared statement, do you not $ 


STATEMENT OF HARRY SEARS, PRESIDENT, CALAVERAS CENTRAL 
GOLD MINING CO., LTD., ANGELS CAMP, CALIF. 


Mr. Sears. Yes, I have. I will enlarge on it slightly, if I may. 

Senator Bricker. You may proceed as you see fit. You may ab- 
stract it or proceed i In any way you care to. 

Mr. Sears. Thank you. Mr. Chairman and gentlemen of the com- 
mittee, my name is Harry Sears. I am president of the Calveras Cen- 
tral Gold Mining Co., Ltd., Angels Camp, Calif., and director of the 
California Gold Committee. 

There are four bills before this committee for consideration. 

In brief remarks concerning them Mr. McC. Martin of the Federal 
Reserve Bank stated that you must first decide whether you want 
S. 2332, Senator Bridges’ bill 

Senator Bricker. That is the coinage bill ? 

Mr. Sears. Yes. You must first decide whether you want S. a 
before you can decide whether you also want S. 13 and S, 2364, the 
two free gold-market bills. 

It would seem that he has placed the cart before the horse. 

The right to a free market for gold is in reality a restatement of 
the basic property rights of gold producers under our Constitution, 
but it has much broader merit since it will permit citizens of the 
United States to determine, of their own free will, what value or price 
they place on gold and to demonstrate how many of our present 
sadly devalued dollars the *y will pay for it. 
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This is the real test and determination as to price which should be 
made before any start of gold convertibility as proposed in S. 2332 
can be safely made. 

Evidence in support of these conclusions will be found in the facts 
[I shall present, but first I want to draw your attention to another 
statement by Mr. McC. Martin where he said, “There is universal 
confidence in the dollar. Its value is not being further eroded.” 

That would be very gratifying, if true, but unfortunately both in 
markets here and abroad a different record is being written as to ex- 
change rates and acceptability, and in terms of goods. 

The “erosion” of the “value” of the dollar which Mr. McC. Martin 
admits, and similar statements by almost every responsible official in 
the Government a the past year and a half, that the dollar is 
worth only 50 cents, or less, or that it has lost half its value, provide 
the starting point “ty a practical and intelligent consideration of the 
matters before this committee. 

There is another principle which you will find woven through our 
record of facts. A principle which has been the subject of hard fought 
days and nights during 2 months past. 

The abuse of power and overriding of constitutional limitations 
in seizure by President Roosevelt of the private gold property of citi- 
zens and his coercion of Congress into acceptance of a shameful com- 
promise with principle, plus the effects of an international treaty 
with the communistic International Monetary Fund has destroyed 
countless billions of the equities and savings of American citizens. 

We do not believe that the fight for protection of our Constitution 
is ended; let us say we have merely paused, before the next round. 

I make no apology for appearing in this discussion as a gold pro- 
ducer. Any further gold supplies in the world, just as in the past, 
must be the product of producers. 

Neither kings nor presidents, lawmakers or economists, financial 
advisers or bankers, can produce gold. 

It is a practical job for practical men and responsible engineers 
have been too long silent. No lasting solution of the problem can be 
found without their help, their facts and their counsel. 

Gentlemen, there is a conspiracy against gold, here in the United 
States. 

When we consider gold from a practical, legal, or monetary stand- 
point we find that the present threat facing our citizens, of being 
permanently deprived of its use and value in monetary matters, stems 
from the same actions by the same people who have been trying to 
destroy gold producers. 

I propose to outline steps in this conspiracy, actively in progress 
during most of the past 20 years and using the facilities of the Treas- 
ury, Federal Reserve, and the International Monet: iry Fund to de- 
stroy our national solvency and freedom and disperse our gold 
reserves. 

Another objective was the removal of gold as a base for money, 
compulsory acceptance by our people of constantly depreciating man- 
aged currency and the destruction of gold mining in this country. 

Destruction of gold mining is being accomplished by Government 
seizure of essential features of our private industry, placing us under 
an illegal and unconstitutional licensing system, compelling us to 
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deliver our privately owned gold, at a fixed price in dollars, to the 
Treasury or its agents and depriving us of access and sales to the 
public or to commercial gold users. 

Thus, through gradual shrinkage of the value of dollars our in- 
dustry has been forced into an intolerable economic position which 
will eventually put all primary producers out of business. 

More than 90 percent of the gold producers in the United States 
have already been destroyed, more than 50 percent of Canadian pro- 
ducers, and gold production in the Philippines is facing almost total 
collapse. 

This is the result of the gold policy of the Treasury. Mr. Randolph 
Burgess has advised you that he is unalterably opposed to any change. 

To us, as producers, gold is simply a commodity, just as wheat, cot- 
ton, iron, or coal are commodities. 

This simple statement has been challenged or ignored by certain 
economists and monetary experts, claiming that because gold was 
once used as a monetary metal, here in the United States, we have for- 
feited the right to consider it as a commodity. 

For many years the Federal Reserve has been unfriendly to gold. 
I quote from an article by the late Dr. E. A. Goldenweiser, written 
just before his death. As the principal economic adviser of the Fed- 
eral Reserve for many years, he qualifies as a hostile witness: 

In addition to being a myth, a moral slogan, and a standard of value, gold is 
also a commodity. It is produced by labor and management employed by com- 
panies owned by stockholders and it is sold to governments and to the public 
by the producers. The cost of production is met by the companies and the money 
received for the product is used to pay wages and other costs and to distribute 


dividends to holders of shares in the enterprise. In other words, in this aspect 


gold is like any other commodity produced and sold in free economies. 

That statement justifies the freedom to conduct their own affairs 
which has been sought by gold producers ever since Government 
efforts to cripple and destroy them became apparent. 

There is the additional fact, almost unknown to the general public, 
that gold is privately owned, not owned by the Government, that 
titles to gold mines are under patents, direct grants from the Gov- 
ernment of the ground and the gold therein contained, with no 
reservations. 

Rights acquired against the United States, arising out of a con- 
tract with it, are protected by the fifth amendment of the Constitu- 
tion which holds that no person : 
shall be deprived of property without due process of law, nor shall private 
property be taken for public use without just compensation. 

Those rights were violently invaded when under the plea of emer- 
gency all gold was blanketed under Roosevelt’s first gold embargo 
order on April 20, 1933. 

The gold standard had been in effect since 1834 with a stable price 
for gold of $20.67 an ounce. This price was not by government man- 
date or regulation but merely the best price buyers would offer and 
that sellers could secure. 

But gold producers were in serious trouble in 1933. Although the 
price of gold had remained stable throughout the previous century 
the purchasing value of dollars had declined 77 percent, giving the 
dollar a practical value of only 23 cents. This put gold, from the 
producers’ standpoint, at the practical equivalent of $4.75 per ounce. 
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This fact is unknown by the majority of bankers, legislators, and 
the general public. It has been overlooked, suppressed or ignored by 
economists, teachers and monetar y experts who base all of their « a “a 
lations on the use of gold and do not inquire into the facts of 
supply. 

History gives proof that the “gold standard” is not a cure-all for 
mistakes or dishonesty of governments and that it does not of itself 
have the power to prevent the shrinkage in purchasing power of 
currencies. 

The century of its use gives the lie to those who waste energy and 
create confusion in promoting return to gold convertibility w ith false 
promises and mere wishful calculations ‘that it will restore or insure 
indefinitely the purchasing power of dollars. 

In 1933, the world had abandoned the gold standard, prices of gold 
were higher abroad, which offered relief through export sales for 
our hard pressed industry. 

When the President’s embargo was announced there was a storm 
of protest from the mining industry for here was an order to take 
from them their privately owned product, compelling them to turn 
over gold to the Treasury at $20.67 an ounce, in depressed dollars, 
when there were higher prices for gold in world markets aboard. 

I took an active part with other producers in exchanges between 
the White House, the Treasury, and other departments w ith the result 
that newly mined gold was permitted sales at the world price. 

In construing the word “gold” in the first Exec utive order of 1933, 
the Attorney General held that this meant “gold coin,” “gold bullion,” 
and “gold certificates.” It was therefore a banking and monetary 
and not a mining order. 

None of the gold in our mines had ever been in the Government’s 
possession as monetary gold and it clearly retained its commodity 
status right up to the point of a voluntary sale to the Government. 
The Attorney General recognized this in his ruling. 

This is the heart and essence of the legal status of newly mined gold 
in the United States under our American way of life. 

There is no constitutional power in either the Congress, the Presi- 
dent, or the Secretary of the Treasury, to say otherwise. 

For a few months at the end of 1933 we had our legal freedom to 
receive the free market price for our gold. But during these same 
few months Roosevelt was surrounded by hordes of connivers who 
were going to remake the world. That was the period when Congress 
was ordered to pass laws regardless of consideration as to their con- 
stitutionality. 

This was followed by the Gold Reserve Act of 1934 and the setting 
of $35 for gold which became the world price. This act was first 
ps assed by the House of Representatives without any of the Congress- 
men knowing what they were voting on. They did not even have a 
copy of the act before them at the time. They were told by Roosevelt 
to vote “yes” and to pass it. They did. It was a perfect rubber 
stamp proc ess exactly as in Soviet Russia. 

There was some debate in the Senate, practically all on the subject 
of $2 billion stabilization fund and its control by Secretary Morgen- 
thau. They feared to trust him and his ability. There was no men- 
tion of mines or newly mined gold except references to its special and 
privileged position. 
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This may sound fantastic but if anyone cares to check the details 
just look up the facts in the Congressional Record. 

There could not, therefore, have been any intent in the minds of 
the Congressmen to control ne »wly mined ¢ go ld. Such intent could 
only have been in Roosevelt’s mind plus the 1 intent in the mind of his 
ay Morgenthau, who as Sec retary of the Treasury was responsib le 

r the gold regulations that followed. 

That was the initial lawless act in the conspiracy against gold 
mining and against our privately owned evold. 

Wee do not condone the seizure of gold from the public, or the denial 
of the rights of citizens to possess gold, through provisions in the gold 
re ulations. but these are another class of oflenses against all citizens 
and must not be confused with our basi ‘*ownhe rship of gold under our 
grants of title from the Government. 

All gold mines contain gold in its natural state, always alloyed with 
silver and usually in a rock or vein formation and intermingled with 
other metals or minerals. Some gold may be mined in its natural 
state, as with placer vold— that is the type taken out of rivers—but 
usually it must be processed to insure its re overy, rvoid losses, and 
to put it into marketable form. 

The mandatory requirements that a producer must secure a Treas- 
ury license before he can smelt and prepare his gold for sale, plus 
the requirement that it must be sold at the Treasury price to a licensed 
buyer or dealer, or te the mint, plus the denial of the rights of citizens 
to hold ora ‘quire processed vold in the form of bars of bullion, under 
penalty of pros secul ion ae confiscation, constitute a series of unlaw- 
ful assaults on the proper y right s OF itizens, directed against both 
buver and seller. e Xi ic tly as has been ‘in e under Soviet mais 

It is clearly a violation of the gold producer’s property rights guar- 
anteed under the fifth amendment. 

These things were the product of Morgenthau and his advisers. 

When the Government was sued because of their abroga tions of con- 
tracts and bonds, calling for payments in gold, they were only upheld 
by a en margin under a tortured Supreme Court decision which 


hek Li 1 effect that even with the constitutional Love gh of Congress to 
fix the value of n oney,, their paper dollars for gold do! lars could only 
he ul ed bee: use t] ‘pla l fis failed to alle we Or anal amage through 
loss in Satine Samer 

But the principle was established that the purchasing power of 
dollars controls the power of government actions as to contracts, or 


property, or W here the value of a payment was substituted for another 
form or value of payment. 
Excerpts from the oe ity dissenting O} yinions of the Court were 


really prophetic. Mr. Justice Mc ‘Reynok ls anid: 


Congress really has inaugurated a plan primartly designed to destroy private 
gations, repudiate national debts and drive into the Treasury all gold within 
the country in exchange for inconvertible promises to pay, of much less value. 

The power to issue bills and “regulate values” of coin cannot be so enlarged 
as to authorize arbitrary action, whose immediate purpose and necessary effect 
is destruction of individual rights. As this Court has said a “power to regulate 
is not a power to destroy.” The fifth amendment limits all Government powers. 

Congress has power to coin money but this cannot be exercised without the 
possession of metal. Can Congress authorize appropriation without compensa- 
tion of the necessary gold—of course not. “The limitations prescribed by the 
Constitution restrict the exercise of all power.” 
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These things which were abhorrent to the Court have since become 
common practice in the enforcement of Treasury regulations against 
gold producers. 

Mr. Chairman, at this point I want to step outside my prepared 
remarks. I have a record of the debate in the Senate on January 25, 
1934, beginning on page 1309, during which Senator Hastings of 
Delaware, rather a lost voice in the wilderness because he was a Re- 
publican, made a valiant attempt to inject the rights of the American 
citizens and the law, with regard to the forthcoming Gold Act, into 
the record. 

This is really a carefully prepared legal brief, fully documented 
with case references. If it is desirable, I would be very glad to have 
this added to the record. 

Senator Bricker. It will be made a part of the record at the end 
of your oral statement. (See p. 164 

Mr. Sears. I think it will be of great help to you. 

Senator Bricker. I think the Senator is still living, is he not? 

Mr. Sears. Iam not sure. I had a discussion with him some years 
ago. He was quite an elderly man at that time. 

Senator Frear. He is still living. 

Mr. Sears. I am certainly glad to learn that. Incidentally, and in 
line with that remark, Mr. Chairman, I was discussing with him as 
to whether he felt strong enough to come back and appear before a 
hearing before this committee in 1949. He said that because of his 
advanced years he didn’t feel equal to the task but that nothing would 
have pleased him better. 

This was another step in the conspiracy. Throughout the years 
these regulations have stood as a record of shame. They have not 
even been changed under the present administration which. still 
follows the program outline by the clique who have controlled the 
Treasury through the past 20 years. 

Under their regulations the Treasury has established a monopoly 
of gold, refusing to sell it to the public or to permit the public to 
hold it and delegating to itself, and to its licensed dealers the sole 
right to supply gold to commercial users. These sales of gold in the 
United States during the past 12 years have been $275 million greater 

than the entire gold production of the United States for the same 
period. Not an ounce of gold mined in the United States has reached 
the so-called “monetary stocks” of the Treasury in these 12 years, the 
protection of which was purportedly the original purpose of issuing 
the regulations. 

We are told that the Treasury is operating on a “gold bullion 
standard,” that it is prepared at all times to buy and sell gold at $35 
an ounce to foreign governments or holders of dollars. 

Apparently the only practical effect of this standard is to fix a 
standard foreign sales price at $39 , Just as the standard price to indus- 
try in this country is $35. 

‘Although only a trustee for the gold, of which our citizens and 
taxpayers are the equitable owners, it having been bought with their 
dollars, these sales abroad, and here, have been continuously conducted 
for merely the specified number of dollars, completely ignoring the 
fact that their present buyi ing power or vi alue is admitted by the Secre- 
tary of the Treasury, and the President, to be only 50 cents or less. 
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Our citizens’ gold is therefore being sold at no more than the 
equivalent of $17.50 an ounce, and it is not being replenished. 

During the ‘first few years of the regulations their illegality was 
not very apparent, purchasing power of dollars remained fairly 
stable. 

Then came the next step in the conspiracy. Acting together, the 
Treasury and Federal Reserve began to produce tidal waves of dollars, 
the buying power of dollars was steadily forced down, operating 
costs of business and Government went up. 

Who were the hidden leaders of this conspiracy? How had they 
gained their power?’ Why did Government departments cooperate 
with them and take orders from them ? 

During November and December 1953 the press, radio and televi- 
sion brought us devastating evidence of the existence of Communist 
— and Soviet agents occupying positions of great power and pres- 

tige throughout many departments of our Government. They had 
been there for m: iny years and apparently some were still there. 

These people had not been merely tolerated, they were shielded, and 
promoted by some of the highest officers in the ps ust administration. 

The evidence so far chiefly concerns the existence of these Soviet 
agents. Very little has been said about the damage they did. 

Let us consider the key figure of the recent “disclosures, Harry 
Dexter White. 

There is enough evidence already on the record to show that he was 
the organizer and guiding force of the Treasury and that his power 
expanded from there into practically all the fiscal and Finance De- 
partments of the Government, during the greater part of both the 
Roosevelt and Truman administrations. 

He was surrounded by active helpers, many of his own choosing 
and others who were willing to support his policies. 

With the operations of this clique extending into the Federal Re- 
serve, a totalitarian line of thought and practice began a deliberate 
program of inflation, putting billions of excess dollars into circulation. 

reducing the purchasing power of dollars and thus robbing our citi- 
zens of large parts of their savings, insurances, pensions, and incomes. 

In an interview published in U. S. News & World Report of De- 
cember 4, 1953, Mr. W. Randolph Burgess speaks on these actions 
answering an interviewer’s question as to what was meant by “releas- 
ing” the Federal Reserve: 

I mean the previous administration held the Federal Reserve System captive 
until a couple of years ago. Now, why the Federal Reserve System allowed 
itself to be a captive of the Treasury is another question. But they used the 
Federal Reserve System to peg the prices of Government securities instead of 
doing their statutory duty of influencing the volume of money in the public 
interest. 

It added to the money supply and as Senator Douglas said in a speech to the 
Senate, that was the policy which had encouraged inflation and cost the Ameri- 
can people billions of dollars. 

The conspiracy was now rolling along under high pressure. The 
affrontery of their acts was shown when White, as Assistant Secretary 
of the Treasury supplied our engraved money plates and quantities 
of paper and ink to the Soviets so they could print our currency in 
spurious millions which they circulated in bales through Soviet troops 
in Germany where hundreds of millions of this phony currency had 
to be redeemed by our Treasury. 
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In the early part of the drive on gold mining there was a great 
propaganda drive to discredit gold. The Soviets and Hitler were 
buddies at the time, and their : agents here who were expanding their 
organization into Government and private financial circles, manipu- 
lated these sources to promote fear that gold was to lose its value and 
all trade was to be done with barter. Gold mining was a waste of 
time and energy, people ought to turn their attention to something 
useful. 

The effect of this poisonous propaganda was deadly. Financing 
for gold mines was stopped dead in its tracks and some producing 
mines began to plan curtailment. 

Then the “party line” changed, the Soviets and Hitler ended their 
honeymoon and Stalin was ready to move in with expanded plans of 
control of our Government. 

The drive against gold mining became more definite. Regulations, 
restrictions, and low priorities became the order of the day in shutting 
down on our supplies. With the limited price on gold we could not 
compete with rapidly mounting demands from labor and production 
became difficult. 

Then we were in the war and the sky was the limit. Our pal “good 
old Joe” was given the keys to all the front doors, he already “had 
most of the back doors open and was loading out everything his 
agents could lay hands on. 

But gold mining was now to get its death blow. Calling on their 
network throughout Government departments the conspirators came 
up with phony statistics showing that gold mining was unessential, 
that if it were closed down, thousands of men would be released to 
mine “necessary” metals and the equipment and supplies used by the 
mines would be shifted to national defense. All of this finally pro- 
duced the notorious WPB Order L-208, and the gold mines were 
closed. As we know, ours was the only industry dealt with in this 
drastic way. 

Gentlemen of the committee, it has taken us 10 years since the 
wiping out of that order to get the final recognition as to the illegality 
of it, which is carried in the exhibit introduced by Senator Case. 

In those days the conspirators and their records were blanketed 
under secrecy classifications. The full powers of Government were 
available to shield them from inquiries as to the nec essity of honesty 
of their acts, 

In the Jenner report of last year, Interlocking Subversion in Gov- 
ernment Departments, we find a number of names of persons and 
departments who were active in closing gold mines. We note one 
example. 

One of the exhibits introduced in the hearings in 1945-46 was H. R. 
4393 introduced by Congressman Clair Engle in an attempt to get 
some returns from the Government for the losses of gold mines 
through the enforced closing, was a formerly secret letter written by 
Milo Perkins, Executive Director, Economic Defense Board, Decem- 
ber 19, 1941—almost a year before gold mines were closed—where he 
said: 

In dealing solely with the question of gold mining equipment there is danger 
of losing an opportunity both to solve the long-term aspects of the gold problem 
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and to maximize the joint war effort. Such an opportunity exists now. The 
United States can and should use the power that is derived from being practically 
the sole buyer of the yellow metal in order to initiate a program of a gradual 
reduction in gold production. Such a program would contribute to the maxi- 
mumization of the joint war effort and at the same time would facilitate a 
solution of the postwar gold problem * * * it is essential * * * that a reduc- 
tion in gold mining should be envisaged for the post-war period. 

Please note that these actions planned against gold mining were 
admittedly sought for the postwar years. 

From other secret but now declassified records we find that as the 
gold mines here were closed the Soviets were supplied with gold 
mining equipment and materials under the highest priorities, through- 
out the war, in greater quantity than would have been used by all 
United States gold mines. 

After organizing the Treasury and Federal Reserve for his pur- 
poses, White worked with Alger Hiss and the Soviet and Polish 
delegates and Lord Maynard Keynes from England who became the 
architects, with White as director and they launched the International 
Monetary Fund, presumably to accomplish the exchange of various 
currencies, but in reality a trap to sluice away our Treasury gold. 

Currency exchange is further from accomplishment now than when 
the fund started. The world is in a greater monetary mess, but they 
all agree on one objective, the accumulation of dollar balances with 
which they can buy our gold, while nations struggle through the 
intricacies of nearly 3,000 clearing currencies. 

With the Treasury, Federal Reserve, and fund working under the 
guidance of White they were in effect an active Communist apparatus 
developing a basic principle pronounced by Karl Marx, “the surest 
way to overturn the social order is to debauch the currency.” 

Through the monetary fund we were led into agreeing that there 
should be no change in the $35 price for gold without congressional 
action, or without agreement with fund members. We must still 
continue to sell gold to the world on demand, at the bargain prices 
charted by our degraded dollars, or hold a full dress debate in Con- 
gress and put the world on notice of any plan to stop these suicidal 
drains on our national gold reserves. Later, we will discover how 
we have been trapped by this device. With such notice nations 
throughout the world can immediately act to withdraw their gold with 
the dollar reserves they hold. When our gold reserve is gone it cannot 
be replaced. 

While the conspirators were working we were living under a barrage 
of propaganda from Government and outside sources, much of this 
coming from economists, professors, and financial advisers, to change 
our way of thinking and our habits of living. In light of recent 
revelations we now see a veritable rogues gallery of those who stand 
unmasked, but who formerly posed as authorities and wielded 
remarkable powers. 

Reference to extracts from Interlocking Subversion in Government 
Departments, Internal Security Committee Print, July 30, 1953, which 
are added following conclusion of this statement. (See p. 234.) 

We can trade much of their propaganda to straight Communist 
doctrine. 

“The right to work” is a phrase put forward by Engles in 1893. 

“Race, color or creed,” comes directly from the Manifesto of the 
First Communist International, dated 1864. 
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“We owe it to ourselves,” was advanced as “The modern doctrine 
that a nation becomes richer the more deeply it is in debt,” by Karl 
Marx in 1867. 

“A quart of milk a day,” was the formula proposed by Lenin in 
1917. 

How often have we been told through their brain washing that “to 
raise the price of gold would devalue the dollar,” or that it would be 
“inflationary,” or that “the only ones who want higher gold ee are 
the miners,” so that they can “increase their profits.” And we are 
constantly being told of the iniquity of citizens who would “hoard” 
gold. 

Much of these latter type of statements appear in the literature cir- 
culated by several progaganda outfits who represent themselves as 
working for a return to the gold standard and to restore the rights of 
citizens to convert their currency into gold, at the ratio of the present 
$35 an ounce price. 

Apparently the two principal groups of these people are The 
Economists’ National Committee on Monetary Policy and The Gold 
Standard League. 

The economists’ committee lists a number of names of members, 
largely those of professors, economists, and others who approach 
subjects on a basis of theory, failing to admit that the facts of life 
refuse to follow their theories. 

Their spokesman, Dr. Walter E. Spahr, argues that a standard can 
only be maintained through a fixed price of gold, that it cannot be 
changed and must continue indefinitely. 

His arguments are not only unconvincing but they are self-defeating. 
If gold is always to be valued on a theoretical price association with 
dollars and dollars continue to lose their purchasing power, which is 
the only value they have, it is certainly clear that gold and its value 
will be dragged down by dollars. When the value of a dollar reaches 
a purchasing power of 1 cent or of zero, that would likewise be the 
value of gold, if we follow Dr. Spahr and his theory to the bitter end. 

For years he has been complaining of the loss of value, or purchas- 
ing power of dollars, having quoted them at various points on their 
downward path to lows of about 30 cents to 35 cents. On these cal- 
culations I agree with him; he is more nearly correct than either the 
President or the Secretary of the Treasury, both of whom have re- 
peatedly referred to our “50-cent dollar.” Even Mr. Burgess has 
concurred in this. 

However, there is no need here in determining the exact ratio or 
mm of loss through the devaluation of the dollar which has 
een the result of the conspiracy. We can determine that if gold is 
to be forever tied at a fixed rate to the plunging dollar they would 
both lose their values together. 

There would thus be no point in convertibility. 

Through their activities these people have evidently influenced the 
introduction of several bills in Congress—most in the House—for a 
return to the gold standard and for conversion of dollars to gold at 
the $35 ratio. I have discussed these bills with the various Congress- 
men who have introduced them but find that they have no factual 
= practical knowledge of the subject on which they are seeking legis- 
ation. 
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The main argument of the Congressmen and the spokesmen for 
the economists’ committee is that there is “plenty of gold.” 

There is definite proof to the contrary. 

A letter dated May 4, 1949, signed by “Wm. McC. Martin, Jr., Acting 
Secretary of the Treasury, was : filed j in the records of a congressional 
hearing ‘where Dr. § sahr and some of his committee members had 
testified in favor of ‘dete $35 conversion plan. This letter puts the 
official seal of doom on such theories of convertibility. We quote 
a paragraph: 

Even our $24 billion of gold holdings would be completely inadequate to meet 
a serious run on gold from the $27 billion of United States currency in circula- 
tion, over $140 billion of bank deposits, and scores of billions of dollars of 
Government securities, not to mention other relatively liquid assets. Conversion 


of around 5 or 6 percent of these Government and bank obligations would be 
enough to bring the Federal Reserve Banks below their legal minimum gold 


reserve. 

That letter was written nearly 5 years ago when gold stocks of the 
United States were far larger than they are today, “when the present 
gigantic mortagage of foreign dollar holdings was not overhanging 
them, as it is tod: ay, and when the potential domestic demand for gold 
was many billions of dollars less than it is today. 

Nevertheless, we find these people who seem to comprise a “$35 
gold cult” still spreading their false propaganda that there is plenty 
of gold, still fighting fanatically against any increase in the gold price, 
to compensate for the admitted dollar depreciation, and thus to in- 
crease the gold stock against conversion demands. 

The so-called gold standard which the economists’ committee and 
its junior department, the Gold Standard League, advocate, is nothing 
but an extension of the present disastrous Treasury gold-sales policy 
to domestic as well as foreign purchasers. The only beneficiaries 
would be those few who were in the front of the line when the Treasury 
doors were opened, 

What they are really proposing is merely a “dollar standard,” a 
standard price. Adoption of their formula would bring swift finan- 
cial ruin to the United States, even if there was a gold supply. 

The historic function of gold is that of a refuge in times of stress. 
When currency and other values crash, gold is the one substance 
known to man which is universally acceptable. 

It can likewise be a refuge, in the hands of citizens, to rebuke 
excesses of a profligate government. 

But if gold is to serve humanity as a refuge, it must be free. Its 
price must be determined as the choice of the people, not by the e-lict 
of dictatorships, or political expediency, or by theories of economists. 

When it is tied by law to a certain number of dollars its function 
is destroyed. It merely becomes the casualty of a managed currency. 

This is such a simple and elemental principle that those who ignore 
it, whether in or out of Government, now become suspect. 

Let us face some facts, developed and laid on the board of realities, 
as an engineer must view his problems. 

For 20 years our taxpayers have been deceived and imposed on b 
Government departments and banking and investment advisory staffs 
who have told them that their dollars were safe because of the national 
gold stocks. 
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The extent and availability of national gold stocks have been un- 
fairly reported to us and calculations of existing obligations against 
them have been suppressed. 

On September 14, 1953, in the issue of Barron’s there was carried 
a courageous leading editorial from which I will quote: 


Far from being a citadel of “impregnable liquidity,” the United States is in 
the position of a banker who is nearing the end of his free and usable reserves. 
It is past time, we think that this major economic truth be recognized. * * * 
the United States gold stock has been reduced to about $22 billion. 

This appears more than ample until one looks at the liabilities against it * * * 
it now takes some $12 billion in gold to serve as a minimum legal cover for 
Federal Reserve notes and Federal Reserve deposits * * * foreign balances here, 
say $7 billion worth, could be translated ‘nto gold on demand, hence tae bulk 
of United States gold is definitely mortgaged and the free supply amounts to 
perhaps no more than $3 to $4 billion. 


Mr. Chairman, I have here a photostatic copy of the entire editorial, 
if you think it might be helpful in the record. 

Senator Bricker. It will be made a part of the record at this point. 

(The material referred to follows:) 


[Barron’s National Business and Financial Weekly, September 14, 1953] 
THE ANCHOR 
U. 8S. LOSS OF GOLD RAISES SOME GREAT ISSUES 


As if to celebrate the advent of autumn, bankers and monetary experts 
trooped last week to Washington to attend the annual meetings of the World 
Bank and Monetary Fund. While the doings of these two organizations ranked 
high on the technical agenda of the meetings, much more than this came in for 
discussion. Many wise, if not witty, things were said on the state of foreign 
trade, the outlook for foreign investments, and the need for lower trade bar- 
riers and greater convertibility of currencies. Yet, reading over the formal 
and the press reports of the proceedings, one sensed a curious time-lag. Some- 
how the dead hand of the past obscured the realities of the present. 

For while noting that the monetary climate of the world has changed of 
recent years, experts still persisted in referring to the so-called dollar gap, 
and the residual dollar problem of European and other nations. Actually, 
these phrases seem to us to have lost all meaning and relevance. The great 
and dramatic circumstance about world economic relations today is that dollars, 
once scarce, are now in plentiful supply. The concomitant fact is that the United 
States has been persistently losing gold and assuming dollar liabilities on a 
scale which, if perhaps not dangerous, certainly merits careful attention. Far 
from being a citadel of impregnable liquidity, the United States is in the position 
of a banker who is nearing the end of his free and usable reserves. It is past 
time, we think, that this major economic truth be recognized. 

The statistics bearing it out have more than once been cited in this space. 
Since the middle of 1952, recovery abroad and high prices in the United States 
have made it in¢reasingly easy for other nations to earn their way vis-a-vis this 
country. Not only have they been able to sell enough goods and services here 
to cover their purchases, but through additional earnings, and gifts, they have 
managed to pile up almost $10 billion of short-term balances with the Federal 
Reserve and other American institutions. At the same time, foreign countries 
have been steadily gaining gold, and the United States gold stock has been re- 
duced to about $22 billion. 

This appears more than ample until one looks at the liabilities against it. 
Due to the tremendous expansion of the money supply in this country, it now 
takes some $12 billion in gold to serve as minimum legal cover for Federal 
Reserve notes and Federal Reserve deposits. At the same time foreign balances 
here are by no means frozen. While some of them are needed as working capital, 
most of them—say, $7 billion worth—could be translated into gold on demand: 
Hence the bulk of United States gold is definitely mortgaged and the free supply 
amounts to perhaps no more than $3 to $4 billion. 
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This is nothing to cause panicky alarm, but certainly the total picture ealls for 
radical reorientation of policy and a new direction in thinking. It is a sign of 
hope that Mr. Harold Stassen, Director of MSA, now sees that with certain ex- 
ceptions like Korea, economic aid to other countries should be rapidly liquidated. 
Again in trade and tariff discussion, it is a perversion of the facts to picture the 
United States as some kind of ogre crushing down the rest of the world by its 
illiberal policies. The American tariff subsidy (and it is a subsidy) should be 
continuously reduced, not as a device to save Europe, but for the benefit of the 
American consumer and efficient producers. The quid pro quo for such reduc- 
tion, however, might well be a relaxation of exchange controls by other countries 
which now have the gold and reserves to afford it. It is, however, in the sphere 
of domestic monetary policy that the changed position of the United States has 
its most interesting and perplexing implications. The fundamental reason why 
other countries are finding it easier and easier to earn dollars is that the United 
States has become, in the words of the late Lord Keynes, a “high cost, high living 
country,” fed on long and continuous inflation. Under the old gold standard 
there were automatic limits to which this process could go, because a nation, 
losing gold as the United States has been losing it, would of necessity immediately 
tighten up on credit. In 1953, however, the United States has pursued quite 
different policies. Loss of gold was largely responsible for the credit squeeze 
here last spring. But, instead of letting the squeeze work its way out, the Re- 
serve authorities dramatically eased credit by lowering reserve requirements and 
by other means. 

Since neither the United States nor other countries are on the gold standard, 
there is no prima facie reason for obeying the old rules. Nevertheless, the prob- 
lem remains as to how far the United States can go in the continuous inflation of 
credit if the price of so doing is loss of gold and building up of unstable foreign 
dollar claims. It is argued by almost everybody that nothing must interfere with 
maintaining superfull employment and boom here and, in the words of the 
New York Times, even a minor economic fluctuation in the United States “can 
cause economic earthquakes abroad.” But surely the world would be poorly 
served if in pursuit of superfull employment the United States severely damaged 
its own liquidity. A reasonable readjustment of prices and costs in the United 
States occasioned by a certain degree of caution, might appear preferable to a 
sudden and sharp loss of confidence in the dollar, which is the anchor of world 
economic stability. 

No such loss of confidence is here predicted, and in ensuing months the whole 
complexion of the United States balance of payments may radically change. 
What the loss of gold and rising dollar claims do suggest is that to a thoroughly 
sound fiscal policy the administration should add a prudent credit policy. What 
the facts furthermore affirm is that while every nation is freer today than for- 
merly to manage its own money, still no country is an island unto itself. Impor- 
tant changes in its foreign trade accounts may to some degree limit its internal 
domestic actions. Finally, and most importantly, the new position of the United 
States requires a lot more study and attention than it seems to be getting. The 
old shibboleths about the dollar gap and the dollar shortage are a long time dead. 
The question remains as to what kind of monetary thinking is going to fill the 
vacuum. 


Mr. Sears. Those calculations were made on the basis of the Federal 
Reserve figures for 1952. A year later and as a result of expansion in 
money supply the legal coverage in gold would have to be enlarged. 
From information given in one of the Federal Reserve banks several 
weeks ago, the foreign balances which could be translated into gold on 
demand have increased to about $1214 billion, which would indicate 
that the legal coverage on notes and deposits plus the foreign demand 
for gold could not both be met. Instead of a free supply of gold 
oo event of a crisis there appears to be a shortage of some $2 

illion. 

Government and other propagandists repeatedly represent the 
Treasury as being the largest purchaser of gold in the world but a 
recent dispatch from Washington revealed that during 1953 it had 
sold more than $1 billion of gold and purchased none. 
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The monthly letter of the National City Bank of New York, is 
widely circulated and quoted and the public has been led to believe 
that it is reliable. In the issue for October 1953, the following 
appears: 

Gold and dollar resources of nations abroad, recently accumulating at a rate 
exceeding $2 billion a year, now equal the United States gold stock of $22 billion. 

Nothing is said as to the mortgage potentiality of the foreign 
balances which are the practical equivalents of outstanding checks 
against the Treasury gold account. 

It would seem that the same degree of integrity in preparing state- 
ments intended to influence credit or investment should be required of 
a bank as of any other business. 

It would also seem that if foreign balances were fully settled the 
gold position abroad would be about $34 billion and that of the Treas- 
ury would be less than $10 billion. 

When Roosevelt abandoned the gold standard in 1933 for the stated 
reason that we were short of gold, we had about $7 billion—if we 
translate the number of ounces held then into the $35 price of today. 
We are dangerously close to being right back at the starting point. 

The world is desperately short of gold and will remain so for years 
to come. Production of new gold supplies cannot keep pace with 
oncoming demands from increases of populations, improved living 
conditions and credit demands from formely backward nations. 

Yesterday in sponsiag to this committee, Prof. James Washington 
Bell, president of the Economists’ National Committee on Monetary 
Policy, made the following statement: 

There is no support for the view that there is at present a world gold 
shortage * * * The world gold reserves are even more adequate today in propor- 
tion to value and volume of world trade than they were in the 1920's. 

In reply I will quote from a report, dated November 1951, by Dr. 
James W. Angell, of Columbia University, acting as chairman of a 
committee of international economists commissioned for the Depart- 
ment of Economic Affairs of the United Nations: 

Our examination of existing reserves—gold and dollar reserves—has convinced 
us that they are not in general adequate. 

The total reserves of countries other than the United States are now much 
smaller in relation to trade than they were before the war. The total gold and 
official dollar holdings at mid-1951 were only one-fifth higher than they were 
in 1937, while total imports, measured in doilars, have recently been running 
at an annual rate more than 214 times as great as in 1937, largely the result of 
the rise in prices. Their imports from the United States have been nearly five 
times as great. Their reserves can thus serve as a buffer only against much 
smaller proportionate fluctuations in trade. 

One method of increasing gold reserves would be to raise the price of gold 
uniformly in terms of all currencies, as provided for in the articles of agreement 
of the International Monetary Fund. Measured in dollars, the official price of 
gold is no higher than before the war, while prices in international trade have 
doubled. The effectiveness of a given gold reserve as a buffer against trade 
fluctuations has been halved. 

Increases of 25, 50, or 100 percent in the gold price would raise the reserves 
of countries other than the United States by some 3,000, 6,000 or $12,000 million. 

It may be that a higher gold price would set in motion inflationary forces 
which would be undesirable save at a time of deficient effective demand. It 
is, however, possible by appropriate banking policy to prevent greater reserves 
from affecting national monetary conditions, at least where the banking system 
is sufficiently developed. 








162 GOLD RESERVE ACT AMENDMENTS 


Higher reserves would moreover increase confidence in many currencies that 
have suffered repeated devaluations in the last 20 years. If such confidence 
reduced the fear that every exchange crisis would necessarily lead to devalua- 
tion followed by higher prices, the prevention of inflation would be facilitated. 

Also further quotations from another report found in the staff 
papers of the International Monetary Fund, volume III, No. 1, April 
1953. This was prepared by an Englishman, Mr. Roy F. Harrod, of 
Christ Church, Oxford University, an economist of distinction who 
was specially requested to make a study and submit a report to the 
International Monetary Fund, entitled “Imbalance of International 
Payments.” Now, the International Monetary Fund is not notori- 
ously biased in the direction of favoring an increase in the price of 
gold; rather it seems to give ear to, and follow the lead of, the United 
States Treasury and its officials on this point. It therefore must have 
been with some surprise that the directors of the International Mone- 
tary Fund read Mr. Harrod’s analysis, which may be summarized as 
follows. 

I would just add another comment. I was present at the meetings 
of the International Monetary Fund last September, and I notice in 
his treatment as representing the interests of the United States, Mr. 
Randolph Burgess completely ignored the facts and the existence of 
this report and its influences that should have been before open meet- 
ing at that time. The summary is as follows: 

In 1951 the world’s gold—I am speaking of Mr. Harrod’s report 
and slightly paraphrasing it because of the length. I will offer the 
complete report for the record; it will shorten it quite a bit. 

Senator Bricker. It will be made a part of the record at the end of 
your statement. (See p. 188.) 

Mr. Sears. In 1951 the world’s gold outside the United States would 
only suffice to carry 17 percent of the world’s annual export trade. 
Between the end of 1945 and the end of 1951 the world’s monetary gold 
stock grew at only 1.1 percent per annum. 

Each nation, finding itself short of gold reserves, bethinks itself of 
an alternative remedy and finds it in direct import restriction. Import 
restriction, although it may temporarily ease the problem of a par- 
ticular nation, and indeed be necessary for it, has no tendency to solve 
the general problem. It is entirely beggar-my-neighbor. The total 
amount of gold being fixed and annual accessions of trifling quantity, 
what one nation gains by way of replenishing to its reserve, some other 
loses. It might be argued that if all nations other than the United 
States carried their restrictions to the point of winkling gold out of 
Fort Knox, that would be genuine easement. But to restore their 
reserves to their prewar relation to trade, they would have to get all 
the gold out of Fort Knox, and long before that happened the United 
States would feel herself short. The plain fact of the matter is that at 
the present valuation of gold in terms of goods, not all the gold in the 
world, including that in Fort Knox, is sufficient to provide nations 
with adequate reserves. 

If the pattern of trade in 1950—mid-1952—is compared with that in 
the thirties, much the biggest single item of difference is the great 
shrinkage in the goods value of newly mined gold available for central 
banks and treasuries. This was due to the fixity in its dollar price to 
reduced output and to the disappearance of amounts equal to more 
than half the new output into private hoards. 
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If the value of newly mined gold becoming available for money 
outside the United States and the U. S. S. R. had borne the same re- 
lation to the value of world trade as it did in the thirties, the rest of 
the world could have paid for the whole realized surplus of the United 
States in goods and services account in 1950—mid-1952—without loss 
of reserves, and without aid from the United States for other than 
military items. 

As things are, the rest of the world has either to find acceptable goods 
to ship to the United States, in lieu of the gold previously shipped, in 
order to pay for some 15 percent to 20 percent of United States exports, 
or, to the extent that it fails, to reduce its imports from the United 
States by that amount. 

In other words, Mr. Harrod argues that without an increase and a 
substantial increase in the official price of gold we can look forward to 
a period of increasing restrictions on world trade, including that of 
the United States. 

Other nations already have higher gold prices than ours, in terms 
of their own devalued currencies. 

We too have devalued our dollars, a fact freely admitted during the 
past year by the President and the Secretary of the Treasury, and 
many other administration spokesmen who speak of the worth of the 
dollar, or its value, or its purchasing power. 

But in the past 20 years the Treasury has chosen to dissipate its gold 
stock to maintain a fictitious and false value for dollars which it is now 
admitted they do not possess. 

There is no way of quickly expanding gold reserves through a 
substantial increase in its price. 

Although gold producers, as an industry, in the United States have 
been more than 90 percent destroyed we ‘still have the gold in the 
ground. Given the necessary incentive of an honest gold price reflect- 
ing its scarcity and value, capital would flow toward gold production, 
mines could be reopened and expanded into large modern enterprises, 
thus furnishing the backbone for future safety for all our citizens 
through a sound American monetary program, built back by a Con- 
gress which once again asserts its duty to control money. 

Dr. Spahr in his testimony here Monday attempted to wrap up his 
proposals in a deceptive bundle by claiming that under their scheme 
to get currency conversion for gold at $35, it would really be a free 
market for gold, but at a controlled price. 

In their peculiar language these economists may fool themselves 
with distorted definitions but I have confidence that they will not fool 
this committee. 

There seems to be a strange affinity in the thinking of their members 
and the various expressions of Mr. Randolph Burgess. 

They prefer to deal with theoretical money values and gold prices. 
They single this one commodity out for application of this treatment 
but if they attempted to pay their rent and buy their food with the 
same specious reasoning I fear they would not lead a very satisfying 
life. 

The Economists’ committee members close their eyes to the practical 
facts which have happened through the years and base their assur- 
ances of success and safety for our citizens, under their gold-converti- 
bility program on claims they make as to how simply it all worked 
out in 1879. 
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We are much more concerned here today as to our probable condi- 
tion in 1979 and we hope it can be kept healthy. 

There was a rather pertinent observation in an article published 
last fall in the New York Commercial and Financial Chronicle. Writ- 
ing from London, Dr. Paul Einzig, a noted student and authority 
on gold and international finance had this to say: 

It is of the utmost importance also from a political point of view, that the 
financial position of the United States should remain impregnable. Any doubts 
that might arise as a result of a weakening of the gold position through the 
issue of coins would inevitably react on the political prestige and power of 
the United States just as the weakening of the position of sterling has reacted 
on Britain’s political power and prestige. 

It is perplexing to the utmost degree that the same people in the United States 
who are engaged in the campaign in favor of the issue of gold coins should 
be opposed to the utmost to an increase of the official American dollar price 
of gold. Surely it is a matter of simple arithmetic that their campaign is doomed 
to failure unless the price of gold is raised. 


Mr. Burgess has consistently followed the $35 gold party line for 
a number of years and he seems rather proud of his record in refusing 
to face realities. In addressing a National Foreign Trade Conference 
in New York, on November 16, 1953, he said: 

Fifteen years ago— 
he had mentioned appearing before the group in 1938— 


* * * T was encouraged by two things. The first was the fact that the United 
States Treasury had maintained the dollar at a fixed gold value for nearly 
5 years. The maintenance of this stable value had unquestionably lessened the 
confusion and disorder among currencies and facilitated trade. The power in 
the law for the administration to change the value of the dollar has now expired 
and the dollar is now more firmly committed to the present gold value. That is 
good for monetary stability through the world. 

He doesn’t mention the interests of the United States. 

But he has on numerous occasions recently referred to the dollar 
as only being worth 50 cents. This would indicate his concept of the 
present gold value to be $17.50. That is less than its price for the 
century of the gold standard when it was $20.67 per ounce. 

Mr. Burgess closes his eyes to the practical effects of the misman- 
agement of the Treasury during the past 20 years and proposes to 
adamantly carry on and administer the same program, based on the 
same rules and facts laid down by his predecessor, Harry Dexter 
White. 

I thank you very much. 

Senator Bricker. Have you any questions, Senator Frear? 

Senator Frear. No. 

(The material submitted by Mr. Sears follows:) 


[From Congressional Record, January 25, 1934] 


UNITED STATES MONETARY SYSTEM 


Mr. Hastings. Mr. President, I should like to request in the first instance that 
T be not interrupted in my discussion of the pending bill. When I shall have 
finished, if any Senator desires to ask any questions about what I have said I 
shall undertake to answer as best I can. 

Sometime ago some professor undertook to give to the public a list of persons 
who, in his opinion, know something about the question of money. My recollec- 
tion is that the number was something less than 20. That constitutes the ratio 
of 1 person having knowledge of money to about 6,000,000 who do not know about 
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it. I do not recall that the celebrated list included a single Member of the 
House of Representatives or the United States Senate, and, so far as I now recall, 
it did not include a single person in the Treasury Department. I have no com- 
plaint because my own name was not included, because if anybody had confidence 
in the list it would have been immediately destroyed. 

Those of us who are anxious to find out about the bill have read with some 
eare the testimony that was taken before the Finance Committee. The witnesses 
before that committee, as I recall it, numbered something like 15 who were 
opposed to the bill to 2 who were in favor of it. An explanation was made 
yesterday as to the reason for that unusual proportion. The senior Senator 
from Kentucky [Mr. Barkley] stated: 

“It was all brought to the committee largely upon the suggestion of those who 
either oppose the proposed legislation altogether or who desire to amend it, 
whereas the proponents of the bill desired to get the bill out on the floor here 
and did not undertake or desire to delay its consideration in the committee by 
bringing a lot of witnesses to Washington.” 

That is the only excuse we have for not having more reason in the record for 
the passage of the bill. That reminds me of the great care and consideration 
the bill had in the House of Representatives. From newspaper reports we get 
the information that the time allotted fer the consideration of the bill was but 
3 hours. As I thought it over and tried to find out what it was all about it 
seemed to me that I might say without exaggeration that if there were a propo- 
sition before some respectable council of some city of this Nation whereby 
it were proposed to reduce the dog tax from $1 to 60 cents or to 50 cents 
it would have received more consideration than the bill received in the House. 
Certainly if the proposal had been to give to the mayor of that city the right 
to determine whether the dog tax should be $1 or whether it should be reduced to 
60 cents or to 50 cents, depending upon the prevalence of dogs in the community, 
the city council would have given it more than 3 hours’ consideration, because 
under our democratic form of government we are inclined to discuss important 
things before we attempt action upon them. 

But regardless of the evidence, regardless of how much one may study it—-I 
might illustrate it by saying study it as jurors—we all know definitely that the 
great judge who has charge of it has already given instructions to return a verdict 
in favor of the administration. So, as the distinguished senior Senator from 
Virginia [Mr. Glass] said yesterday, “In view of that, what is the use?” 

As I proceed to a consideration of the bill I am reminded of that provision 
of the Constitution that the Congress itself is given the important power of 
coining money and fixing the value thereof, and in the same identical paragraph 
is the further provision, “and shall fix the standard of weights and measures.” 
As I tried to find out what this is all about, I may say that while the illustration 
may be considered somewhat of an exaggeration, it seems to me it is not 
unreasonable to suggest that the Congress itself might just as well give to the 
President of the United States the right to change the weights and measures 
of the land, so as to provide, if you please, that 2 pecks shall constitute a bushel, 
that 2 quarts shall constitute a gallon, that 50 pounds shall constitute a 
hundredweight. 

I think if it were in time of war it would not be unreasonable to suggest 
that when that is done by the Congress, one half of all the grain that is measured, 
all the liquor in the country that is put up in gallons, all the milk that is sold 
by the quart or by the gallon, shall go to the Government under some such scheme, 
What would be the excuse? It is not exaggerating because if we assume a 
condition of war, and if this be a condition of war and it were necessary to 
conserve the food of the country, we might as well be asked to give to the 
President of the United States this power and we might at the same time declare 
that the Government has gotten a great profit because we have reduced the 
weights and measures by 40 to 50 percent. 

But, Mr. President, in connection with this discussion we have heard much 
about what shall be lost by the Federal Reserve Board if the Government takes 
all the gold. An argument was had yesterday that the Federal Reserve 

Soard got this money because of the authority it has from the Government 
which created the Federal Reserve Bank, plus its careful management of it. But 
I am not so much concerned about what happens to the Federal Reserve Board 
as I am concerned about the poor old woman who has saved some money with 
which to bury herself. She wanted to be certain she would have the right 
kind of money, particularly with an administration that was constantly leaving 
us in doubt as to what kind of money we might have when death comes to her. 
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She has carefully taken this money and put it away from time to time until 
she has accumulated $200 in gold. What happens to her? 

She is ordered under penalty to give it up to the Federal Reserve Board. Why 
is it to be given up? Because it is said it is needed in trade, it is needed in 
commerce, it is needed for the purpose of trade and commerce, and so she must 
give up her gold and turn it over to the Federal Reserve Board. When she 
takes it to the Federal Reserve Board what does she get for it? She does 
not get a gold certificate. What she may have had may have been a gold certifi- 
cate, but she had to give that up. She must give up this gold and take money 
which ultimately may become real phony money and not money that has very 
much of purchasing value. 

I am thinking, too, about the boy 15 years old whose grandfather has given 
him a $20 gold piece every birthday since he was born until he has collected 
$300 in gold. That has a real value to him more than any value the Government 
could place upon it because it has a sentiment back of it. But that boy has 
been ordered, under the penalty of being declared a felon and under the charge 
that if he does not do it he is not patriotic, to give up that gold to the Federal 
Reserve Board. 

How much did this all amowat to between March 6, 1933, and December 31, 
1933? We find $831,000,000 of this kind of money being delivered to the Federal 
Reserve Board. If we are going to take it from the Federal Reserve Board, I 
say that we must not under any circumstances forget how many thousands and 
millions of citizens there are from whom we are taking it because of the duress 
in the Executive orders that compel them to give it up. 

But, Mr. President, this bill is here, and we must consider it and pass upon 
it. I know that nobody expects me to vote for it because it is an administration 
bill. I hope I may escape the charge of being opposed to it because it is an 
administration bill. 

I desire in the first place to call attention to the fact that this is not an 
emergency measure. The argument, so often impressed upon us in the last 10 or 
11 months, that the administration is in a war with the depression and patriotism 
demands we give it support, does not apply to this bill. This legislation is not 
only permanent in character but revolutionary in purpose. It is much more 
dangerous than the proposal of Mr. Bryan in 1896, and it is proposed by an 
administration that won its election upon a platform that declared, “We advocate 
a sound currency to be preserved at all hazards.” 

Can it be claimed that this bill lives up to that platform? The Senator from 
Idaho [Mr. Borah] yesterday tried to find out whether or not the bill had 
inflation as its background, whether there was real inflation in it. He was 
anxious to find that out, because, as I understood him, if the bill was inflationary 
in its character, and carried enough inflation with it, he was in favor of it. On 
the other hand, I am afraid there is inflation in the bill, and I am opposed to it. 
Neither he nor I knows which is its character, and we did not find out in all of 
the discussion yesterday. 

Mr. WHEELER. Mr. President, will the Senator yield? 

The Presipinc Orricer (Mr. Hébert in the chair). The Senator from Dela- 
ware said he preferred not to be interrupted during the course of his remarks, 

Mr. WHEELER. I beg pardon. 

Mr. Hastrnes. What is this bill, Mr. President? It is the same kind of measure 
and the same kind of policy that has been followed since the 4th of last March, 
leaving the public and the world in general uncertain as to what is going to 
happen. When the bill comes here—an important bill like this, prepared by the 
administration itself—we of the Senate are still uncertain. The distinguished 
Senator from Idaho [Mr. Borah], who has had the longest career in the Senate— 
a great lawyer, known the world over—is uncertain what it means, and he was 
not able to find out yesterday by his inquiry from the Senator from Kentucky 
{Mr. Barkley]. 

In my judgment, the bill violates two important provisions of the Constitu- 
tion, in that Congress undertakes to delegate to the President its own duty 
and responsibility with respect to coining money and fixing the value thereof; 
and, secondly, it undertakes to legalize robbery by taking certainly this $813,- 
000,000, if not that which belongs to the Federal Reserve Board; by taking 
property of our citizens without due process of law, and without just compensa- 
tion, 

In addition to that, it destroys the gold base for our circulating currency, 
builds up a huge central political banking system within the Government, and 
gives to one man the complete control of the enormous sum of $2 billion to 
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be known as a stabilization fund, a fund clearly intended for use in specula- 
tion in foreign exchange. One unfortunate provision with respect to this fund, 
as I see it, is that neither the President nor the Secretary of the Treasury is 
required to give any information to the public with respect to it until 3 years 
and 3 months after the law becomes effective, and that happens to be about 3 
months after the present term of the President expires. 


CENTRAL BANKING 


I think it must be admitted that the present administration has definitely 
decided to create a huge central banking system which shall be controlled by 
the Government. In the first place, it seizes all of the gold of the Nation, 
permitting a small and necessary portion to be used for the arts and sciences, 
and makes it a part of the Federal assets. 

The Federal Reserve bank is to be so crippled by this legislation that it will 
be of little or no value in the future. Indeed, I anticipate that within a short 
time we shall have recommendations to abolish it altogether. 

But that is not all. Does anybody doubt but that there is great significance in 
the effort of the administration, through the Reconstruction Finance Corpora- 
tion, to invest huge sums of money in the thousands of banks of the land? 
The insistence of the Reconstruction Finance Corporation has been so compelling 
that many banks have felt it wise to sell to the Reconstruction Finance Corpora- 
tion preferred stock when they had no earthly use for the money they received in 
return. Iam certain that I am not exaggerating when I say that up to within 
a week or more ago 5,300 banks had sold preferred stock, and the Reconstruction 
Finance Corporation had invested approximately $900 million of the public 
money. Well-informed people who are close to certain members of the Recon- 
struction Finance Corporation inform me that it is the determination that within 
2 or 3 more months there will be 5,000 more banks selling to them preferred 
stock, and they boast that when this is finished there will be a further invest- 
ment of the Government funds of $500 million. I understand this is about 80 
percent of all the banks in the land. 

How many of these banks will be under the direct control of the Government 
no man can now estimate, but all of us know enough about human nature to 
realize that this huge investment in preferred stock in 80 percent of the banks, 
gives to the Government a tremendous influence with them, if not absolute 
control. 

But if there be any doubt about these two things being entirely sufficient to 
centralize the banking of the Nation in Washington, and under the direct con- 
trol of the Government, let us examine the next important request of the admin- 
istration. It is proposed by this act: 

“Sec. 10. (a) For the purpose of stabilizing the exchange value of the dollar, 
the Secretary of the Treasury, directly or through such agencies as he may 
designate, is authorized, for the account of the fund established in this section, 
to deal in gold and foreign exchange and such other instruments of credit and 
securities as he may deem necessary to carry out the purpose of this section.” 

Provision is made for establishing a fund of $2,000,000,000, and in the second 
paragraph we find this further authorization : 

“The fund shall be available for expenditure, under the direction of the Secre- 
tary of the Treasury, and in his discretion, for any purpose in connection with 
carrying out the provisions of this section, including the investment and rein- 
vestment in direct obligations of the United States of any portions of the fund 
which the Secretary of the Treasury, with the approval of the President, may 
from time to time determine are not currently required for stabilizing the ex- 
change value of the dollar. The proceeds of all sales and investments and all 
earnings and interest accruing under the operation of this section shall be paid 
into the fund and shall be available for the purposes of the fund.” 

It is a little difficult to grasp the meaning of $2,000,000,000. Somebody has 
recently illustrated it by showing that there has only been about one billion of 
minutes of time passed since the birth of Christ. It was so impressed with that 
statement that I calculated to see whether it was correct, and I found it to be. 
approximately. That means, then, that at one time, in one act, we turn over to 
one man a sum of money that equals $2 a minute for the past 1,933 years. Does 
anybody doubt but that this action of ours, turning over the gold to the Treasury, 
giving to the Secretary $2,000,000,000 to spend for the purpose I have men- 
tioned, and then having the Reconstruction Finance Corporation subscribing 
nearly a billion and a half dollars for stock in 80 percent of the banks, definitely 
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places in Washington and under governmental and political control the greatest 
bank centralization the world has ever known? 

The danger of such a banking system is well stated in an editorial of the 
New York Herald Tribune, under date of January 23, the latter part of which 
I quote as follows: 

“Apart from the risk of such abuses as those which occurred in France in its 
post-war inflation period, due to the domination of the bank by the Government, 
there are other serious dangers in a government-controlled bank of issue. A 
change in the rediscount rate, for example, or the proposal to indulge in open- 
market operations, may be calculated to benefit one group and be unwelcome to 
another. Such operations obviously should be conducted by persons with the 
interest of the country as a whole at heart; but, if the Government has a con- 
trolling influence over the bank, there is always the threat that central-bank 
policy will be dictated not for the common good but in the interest of the group 
that is politically most powerful. 

“It is interesting to note that England, with its acknowledged fine tradition 
of central banking, has a central bank over which the Government has no con- 
trol whatsoever. It is equally interesting to note that the only important central 
banks in the world that are arms of the government are to be found in Communist 
Russia and in Fascist Italy and Germany.” 


SMALL INVESTORS 


I wonder if it be true, as contended by many, that the act of devaluing the 
American dollar by reducing the gold content by 50 percent will have no bad 
effect upon any of us. I have particularly in mind the savings funds, the insur- 
ance policies, and widows and others who are living on the income of small 
investments. 

I should like to know what the position is of the Government employee, for 
instance, who has had his position for 20 to 30 years, but who has never been 
able to get pay of more than $2,500 a year. It has not been possible for him 
to raise his family and to save much, if anything, for the future. We find, how- 
ever, as a comparatively young man he undertook to provide against this situa- 
tion by taking out a $5,000 life-insurance policy. By careful economy he has 
heen able to pay the premiums, and he paid in premiums what were equal to 
gold dollars at the time. He is met in the first instance with a reduction in 
salary and with the determination on the part of the administration to increase 
the price of the commodities which he buys. One of the purposes of devaluing 
the dollar, as I understand it, is to make these commodity prices increase 
more rapidly. 

Finally, the time comes for the payment by the insurance company of this 
$5,000. Has the insured got what he bargained for, namely, $5,000 in gold coins, 
containing 25.08 grains of standard gold, or has he got a different kind of money, 
the United States currency which he can transfer, which his widow can use 
as she sees fit, but which she cannot change for gold? She can invest it and 
maybe get an annual return of $250 of the same kind of money, but what this 
man is concerned about is whether she will be able to purchase $250 of the 
necessities of life, or whether the equivalent will be only $125. 

I suppose the answer to that is that sometime during this 20 or 30 vears 
commodity prices have been as high as it is expected this bill will cause them 
to rise, and therefore the widow will be as well off as she would have been 
if the man had died during a period of high prices. 

Mr. Norris. Mr. President, is it the contention of the Senator that the enact- 
ment of this bill will result in raising commodity prices? 

Mr. Hastings. No; it is not. 

Mr. Norris. Then it seems to me the Senator’s illustration does not apply. 

Mr. Hastines. I am talking about what is contended by the proponents of 
the bill. 

Mr. Norris. The Senator is talking about the widow and the employee whose 
money will not be of value afterward because they will have to pay more for 
commodities. 

Mr. Hastings. I hope the Senator will not insist upon my getting into a dis- 
cussion with him about that, because, as I said when I began my address, I 
prefer not to be interrupted. 

a Norris. I did not hear the Senator make that request, and I beg his 
pardon, 
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Mr. HAstTinGs. Mr. President, the American people have heretofore believed 
that there was a stability about the value of the gold dollar that would permit 
the widow whom I have described to pass through the high-commodity-price 
period because she had saved something of her small income when the com- 
modity prices were low; but the removal of 50 percent of the basic value of the 
dollar so that it cannot at any time be worth more than 50 percent in a world 
market leaves the position of persons who have depended upon their insurance 
policies and their savings funds to take care of their families in the future in 
a position where they can never profit and can never save during the period 
when the commodities are low, because under the theory of this bill there will 
be no such period again. 

This same illustration can be made with respect to the millions of people 
having deposits in savings banks and the millions of people who are living on 
the income of small investments. 

My recollection of the testimony of Professor Warren is that he said that he 
knows prices will rise, but that the enactment of this measure becomes necessary 
to save the insurance company. He gave us an illustration of making an exami- 
nation of one of his own insurance policies, and the principal reason he gave for 
being in favor of his bill was that he was afraid that unless we did enact some 
such legislation his widow would not be paid the $5,000 at all. 

As I see it, the social results of this bill are hideous. It is a moral degrada- 
tion of repudiation of a covenant by the Government with its people. We shall 
later see the cruel effect of stimulated and sustained speculation by wiser 
citizens whose plunder comes from the ignorant and the poor. Self-denial and 
thrift are penalized. The economic effect is just the opposite of what is intended. 
It concentrates wealth instead of diffusing it. It will ultimately impoverish 
the whole people. As wages and salaries rise more slowly than prices, these 
classes will suffer in favor of equity holders of stock. The insurance policy, 
savings bank, and other bank depusits, and all small investors, which in total 
comprise the majority of the creditors, will lose. The fact that it will help the 
debtor, if it be a fact, will not overcome these severe penalties upon others. 


GOLD BASE GONE 


And I should like to inquire here whether we have not wholly destroyed the 
basie value of even the new 50-cent dollar? Everybody has felt a certain security 
about our currency because it had gold and silver for its base. As I understand 
it, it is contended that the mere transfer of the gold to the Treasury of the 
United States does not in any sense change the gold base of our currency; I do 
not see how it may be argued that the $5,000 paid by the life-insurance company 
is just as valuable as it ever was because it has the same number of dollars in 
it, when it is remembered that under no circumstances can the owner of that 
$5,000 have it transferred into gold dollars of even a 50-cent value. The mere 
fact that gold is held in the Treasury of the United States under a law which 
prohibits any citizen from getting it does not to my mind add any strength to the 
currency of the Nation, except as the possession of that much gold adds to the 
general assets of the Nation. In other words, under this plan, the currency of 
the Nation is dependent solely upon the credit of the Nation. The only differ- 
ence between gold as a part of the assets and any other property owned by the 
Government is that the one has certain value in the world market while the 
other has not. 

Some people apparently get much satisfaction out of this proposed legisla- 
tion because they assume that it makes the printing of greenbacks under the 
act of May 12, last, unnecessary and, therefore, the country is safe from the 
danger and the humiliation of issuing money that has nothing back of it but 
the credit of the Government. For my part I get no such satisfaction out of 
it. In the first place, the authority to issue greenbacks is still in the act, and 
just as certain as we continue to increase our public debt, the President will 
be compelled to take advantage of the authority thus given him. But, for my 
part, I cannot see that printing-press money is not as valuable as any other 
currency will be when this act becomes the law of the land. 

Indeed, if we had continued our present monetary system whereby gold was 
the base for the circulating currency, there was some chance for persons re- 
ceiving greenbacks to have them ultimately made good, because of the provision 
in the law for the retirement at the rate of 4 perent annually. If this had 
been done and we could have confined this inflation to this one act, we could 
in 25 years retire all of the $3,000,000,000 of printing-press money and have 
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it once more back of us. What we have done now, except for that money 
which has silver for its base, is to put it all on a par with printing-press money. 
Those advocating that kind of money can very well declare when this bill 
becomes a law that “we have met the enemy and they are ours.” 

I do not see how those persons who believe that merely because an American 
collar will purchase a dollar’s worth of goods in the American market, and 
therefore that it is wholly immaterial whether you can turn it into gold or 
whether you cannot, can at the same time argue that the currency in existence 
after the passage of this bill is better than the ordinary greenback because 
the Treasury of the United States has a huge volume of gold bullion in its 
Treasury. You must either depend upon the gold bullion as a base for our 
present currency, with an opportunity of the owner of the currency exchanging 
it when he desires, or you must admit that the value of the currency of the 
Nation is dependent solely upon the credit of the Nation. 


GOLD STABILIZATION 


It is proposed by this act to set up a stabilization fund of $2,000,000,000 ‘‘to 
deal in gold and foreign exchange and such other instruments of credit and 
securities as he may deem necessary” and so forth. 

If all the money is not required for that purpose, the Secretary of the Treas- 
ury can, with the approval of the President, use the fund for “any purpose 
in connection with carrying out the provisions of this section, including the 
investment and reinvestment in direct obligations of the United States.” 

While this fund is called a stabilization fund, it is not too much to say that 
to carry it out is to conduct a gigantic form of speculation. The power of the 
Secretary of the Treasury to speculate in gold, foreign exchange, and other 
instruments of credit and securities is limited only by the amount of the fund. 

That part of the fund that is not used for this purpose may, with the consent 
of the President, be used for “rigging” the market in Government bonds. 
Through Senate investigations it has been developed that one of the favorite 
means of successful speculations is “rigging” the market. Those who participated 
in it have been roundly condemned by the public press and by the people 
generally. But right in the midst of it, and before we have forgotten the huge 
sums of money lost by the poor and ignorant investor by this means of specula- 
tion, we are asked to create a fund that will permit the Government itself, 
through its Secretary of the Treasury, to conduct this sort of gambling. This 
comes, too, right on the heels of the condemnation by the President of the United 
States of the “money changers,” he having declared with much force “that they 
must be driven out of the temple.” 

But aside and apart from what may be considerd the morals of the situation, 
let us view it from a practical point of view and see whether it is likely to be 
helpful to the average person in America. 

I think it may be truthfully said that when a Government goes speculating, 
it gets the worst of it in every case. We are about to go into the most gigantic 
speculation on currencies. In that bed are all the private speculators in the world 
and many other governments. This fund is left in the hands of one man, Mr. 
Morgenthau, who does not even claim to know the intricacies of that game. 
Let us see whether this is for the common people of whether it is in the interest 
of the big speculator. 

In my judgment, this is the most gigantic relief of speculators ever known 
in history. The effect of the use of the stabilization fund to hold relative values 
at present levels will be that the Government will enable every speculator to 
realize in cash the profits of his recent speculation in money. 

Let me give an illustration of what I have in mind. 

Before the 4th of March, every shrewd speculator knew that the President 
intended to devalue or tinker with the dollar. All of us knew that, and we 
were afraid. The President’s inaugural address reassured no one. This general 
knowledge resulted in a run of gold and flight of capital. This had much to do 
with the bank failures. It has been estimated that somewhere between one 
and three billion dollars in American money is in refuge abroad. Aside from 
direct flight, exporters have left their money abroad, and interest payments to 
the United States have been held abroad. This money was mostly in flight 
or held at relative currency values much lower than at present. 

Take the illustration of the speculator who, on January 30, 1933, concluded 
to invest $10 million of American money in British pounds. The British pound 
was selling at that time at $3.37, and he, therefore, acquired £2,967,000 for his 
American money. He would like to bring the money home now when the dollar 
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will still purchase about 90 percent of what it would have purchased last Feb- 
ruary, but he finds that he is not the only speculator who did the same thing. 
There are many more of them, the total amount being something over a billion 
dollars. If they all tried to bring their dollars home, they would overcrowd 
the exchange and lose part or all of their profit, but if they can get the Secretary 
of the Treasury to stabilize the exchange for them so that they can get for 
their pound its present price of $5.10 instead of $3.37, the original cost, the 
man who invested the 10 million can make a profit of $5,131,000. 

Why should not such a speculator be interested in seeing this $2 billion 
fund created? 

What he did in shipping his money abroad in January of last year was 
performing no service to his country, but, on the contrary, was aiding in the 
bank panic when he shipped it. If left alone, he is in the position of the bear 
operator who has to get his money home the best way he can. He became a 
bear operator against the best interest of his country. He cannot realize a profit 
until he can get his money back here. 

In the name of stabilization, this bill asks us to help him. 

In addition to this, does anybody believe Mr. Morgenthau can beat the British 
at the game of exchange? 

And what about the effect this stabilization fund will have upon the bonds 
of the country? Who will know whether the quoted price for bonds represents 
the real price or whether it is a price that is being made by this stabilization 
fund in the hands of the Secretary of the Treasury? We shall not be given 
the privilege of knowing how much of this fund is invested in these bonds. 
We shall not know whether they are going to sell bonds or buy bonds. To my 
mind, it makes for confusion and not for stability. 





SECRETARY OF THE TREASURY——EXCLUSIVE CONTROL 


Let us take another view of this fund and the way it is to be expended and 
see whether it ought to receive our approval. The bill provides for paying into 
the Treasury the sum of $2 billion, which shall be “under the exclusive 
control of the Secretary of the Treasury, whose decision shall be final and not 
subject to review of any other official of the United States.” 

There are no checks and balances. There is no provision made for vouchers, 
and no check of any kind is placed upon the Secretary of the Treasury. So far 
as I can see in this act, he might draw a check to his own order for the entire 
fund and the Treasurer of the United States would be bound to draw the 
money out and pay it over to him. The Treasurer of the United States furnishes 
a bond for $150,000 because he has partial control of the physical money of the 
Government. The Secretary of the Treasury, however, is not required to give 
any bond, and this act does not change the law in that respect. 

It is true that under section 10 there is provision for an annual audit of 
such fund and report to be made to the President. Audit by whom? There is 
no provision for an independent audit, such as applies to every other fund of 
the Government. So far as I can see, the Secretary can select his own auditor, 
a man under his control, and in that way absolutely control the report that is 
made to the President. 

There is, however, another object, that it violates one of the essential principles 
of our form of government, namely, that the people shall be informed where the 
money is coming from that defrays the expenses of the Government and how it 
is being expended. Let me quote the latter part of section 10 (a) of the 
pending bill: 


“An annual audit of such fund shall be made and a report thereof submitted 
to the President, and a general report on the operation of the fund shall be made 
by the President to the Congress within the period beginning 90 days before and 
ending 90 days after the expiration of 3 years from the date of enactment of 
this act.” 

I suppose it will be contended that in order to make this stabilization fund 
effective and accomplish the purpose for which it was designed absolute secrecy 
must be maintained. 

I desire, however, to call attention to the seventh paragraph of section 9 of 
article I of the Federal Constitution, which reads as follows: 

“No money shall be drawn from the Treasury but in consequence of appropria- 
tions made by law; and a regular statement and account of the receipts and 
expenditures of all public money shall be published from time to time.” 
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One of the very first acts of the First Congress of the United States was to carry 
out this provision of the Constitution when, by an act of September 2, 1789, this 
language was used: 

“And the said Treasurer shall render his accounts to the Comptroller quarterly 
(or oftener if required), and shall transmit a copy thereof when settled, to the 
Secretary of the Treasury. He shall, moreover, on the third day of every session 
of Congress, lay before the Senate and House of Representatives fair and accurate 
copies of all accounts by him from time to time rendered to and settled with the 
Comptroller as aforesaid, as also a true and perfect account of the state of the 
Treasury.” 

The present law imposes the following duty upon the Secretary of the Treasury: 


“It shall be the duty of the Secretary of the Treasury annually to lay before 
Congress, on the first day of the regular session thereof, an accurate, combined 
statement of the receipts and expenditures during the last preceding fiscal year of 
all public moneys, including those of the Post Office Department, designating the 
amount of the reecipts, whenever practicable, by ports, districts, and States, 
and the expenditures by each separate head of appropriation.” 


The truth is that it has been the practice for a long time for the Treasury 
Department to furnish daily statements for the benefit of the public as well as 
the detailed annual statements to the Congress on the first day of its session. 

All this is to be changed so far as this fund is concerned, and the public is 
not to know anything about it until the expiration of 3 years and 3 months from 
the day this act becomes effective. It is true there is nothing in the act to prevent 
the President from transmitting to the public a copy of the annual audit submitted 
to him by the Secretary of the Treasury. There is nothing compulsory about it, 
however. In this connection it might be well to call attention to the fact that the 
present term of the President expires just about 3 years from the time this act 
becomes effective. Unless he succeeds himself, therefore, by the election of the 
people for another term, there is nothing in this act which compels him to make 
any report to the Congress or to the public as to what has happened to this 
fund of $2,000,000,000. 

This $2 billion fund is to be placed in the hands of a political officer. Mr. 
President, when I comment about the wisdom of placing this huge fund in the 
control of the Secretary of the Treasury, I hope I may not be misunderstood as 
in any way intimating a lack of faith in his honesty and his good intentions 
with respect to this fund, as well as with respect to his general duties as Sec- 
retary of the Treasury. I have met him. I heard him before the Finance Com- 
mittee, and I agreed with other members of the committee that, so far as we 
could see, he is an upright man, and I hope that nothing I shall say here will 
be understood as in any way reflecting upon him. 

As I have though, however, about the importance of this matter and about 
the tremendous amount involved with no bond of any kind being provided, with 
authority in the Secretary of the Treasury to draw that money out the next day 
after it is placed there, I was wondering whether, after all, we know who might 
succeed him. He may resign. Some other person may come along in whom 
we may not have the same faith we have in him. But, regardless of how much 
faith we have in him, I am reminded that in pretty nearly every instance where 
a bank president or a bank officer has been convicted of embezzlement, we find 
it stated that he is a deacon in some church, a Sunday-school superintendent, or 
the leader of a civic organization in his city. So I say that human nature is such 
that the Congress ought not to go to the extent of putting such a huge fund in 
the hands of one man without a limit somewhere. 

The proposal made by the Finance Committee would afford some check upon 
this power, but I understand that it is not satisfactory, and we must assume 
that the bill is to be passed as it came to us from the other House. I submit 
we ought to give careful consideration to that feature of the measure. I say 
that we cannot when the next Congress begins a check-up on it. A resolution 
adopted by the Senate or a resolution adopted by the House directing the Sec- 
retary of the Treasury to make a report or requesting the President to make a 
report will all be in vain; nothing may be done except by a modification of this 
proposed act itself to enable us to find out anything about it. I should not like 
to intimate that this period of 3 years and 3 months was placed there for any 
political purpose, but I do call attention to its significance and to suggest that 
in the next Presidential campaign the President of the United States will hold 
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it within his own power to give us this information if favorable and to withhold 
it from us if it be unfavorable. 

Let us be as brutally frank about it as the President was said to be when he 
presented his Budget message to the Congress. Let us find out whether there 
is any danger of that sort of thing under our form of government. I submit 
that there is. He is to have absolute control of this $2,000,000,000 fund. It may 
be said that no provision has been made for giving him help. The question 
may very well be asked whether or not, under this bill, he can employ experts, 
whether he can employ somebody who knows more than he about foreign ex- 
change to help him in the administration of this fund. Have we placed in the 
bill any limitations upon the salaries which he may pay in the administration 
of the fund? 

If my figures are not wrong, I think he could employ 2,000 men at $10,000 
a year, and yet it would only take 1 percent income on this fund to pay them, 
and we will not know for 3 years whether he has done that or whether he has 
not done it. Who is going to know? Can he employ experts? Can he employ 
Mr. Bailie, to whose employment as one of the assistants in the Treasury De- 
partment on another pay roll so much objection was raised in the newspapers? 
Oh, here is a great refuge for pay rolls! It does not make any difference in the 
future whether or not there is any provision made in the appropriation bills for 
somebody whom the Secretary of the Treasury wants to employ; here is his 
refuge; here is a stabilization fund which can be utilized to place all the people 
whom he cares to place. There is nothing in the world to control him but his 
own conscience; nothing to prevent him from employing Mr. Bailie who, the 
record shows, was one of the leading members of an investment house that paid 
$435,000 to the son of the President of Peru in order to get $90,000,000 of bonds 
of the Government and sell them to innocent people in this country, a fact known 
to Mr. Morgenthau at the time he employed him; a fact that so impressed the 
committee and so impressed the public that the general understanding was that 
Mr. Bailie was compelled to resign or Mr. Morgenthau himself could not be con- 
firmed by the Senate. Oh, what an opportunity there is now for Mr. Bailie, 
a man whom Mr. Morgenthau said he wanted to sit on the other side of the 
table from him because he “knew the game”’—what an opportunity he has now! 
Mr. Morgenthau can send him to France, with all the help he needs, and pay 
him what he pleases; he can send him to London, if he likes. 

I says that if Mr. Morgenthau could be used, which I hope he cannot be, 
it will be a great refuge for the politically deserving who are applying to Sena- 
tors on the other side to find them jobs. Here is their opportunity—Mr. 
Morgenthau with his $2,000,000,000—because nobody will ever know a thing 
about it, and there is nothing but his conscience to control him. We have more 
faith in his conscience than we have in the conscience of some other people 
who could be named in the administration; but I do not even intimate that he 
will use it; I do not go so far as to intimate that; I do not believe he will: 
but I want to be in a pisition when the rumor comes to me to say that I know 
it is not true; and I will never be in that position unless I know what he is 
doing; and unless the Congress knows what he is doing, they will not be in a 
position to know whether such a rumor which may be started is true or false. 

Mr. President, there is another point to which I should like to call attention in 
connection with this money bill. The senior Senator from Kentucky [Mr. 
Barkley] says of this bill that one of the objects is to obtain $4,000,000,000 
profit—$4,000,000,000 “taken out of the air’, someone said— and that is a worthy 
object so long as nobody is robbed; but I should like to ask this question: When 
the Government shall have taken that $4,000,000,000, and the administration 
shall be able to brag about the profit it has made, I should like to know what will 
be the effect on the $10,000,000,000 of foreign debts which are due this country? 
They will have been cut down to $5,000,000,000, will they not? It may be an- 
swered, “No; because the debtor nations have agreed to pay in gold of the 
present standard of weight and fineness”; but certainly the dominant political 
party will not make that argument, because they have repudiated such an 
agreement with our own people and stated, “We will no longer live up to it”; 
and assuredly if that be true they cannot say to foreign governments, “We 
expect you to do something which we have refused to do with our own people.” 
What has the present administration done with this $10,000,000,000 of foreign 
debts at the same time that it grasps and is pleased to take the $4.000,000,000 
profit, thereby showing upon the books of the Treasury of the United States 
$4,000,000,000 more assets tomorrow than appear today before this bill shall have 
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been passed? At the same time that is done, automatically the foreign debts due 
us are reduced by $5,000,000,000; so, after all, the Government will have lost a 
billion dollars by this smart thing that is being put over on the people of the 
country; and that takes into account not at all the $3,000,000,000 due to private 
investors. 

O, Mr. President and Senators, perhaps some day we will get a report as to 
the use of this $2,000,000,000 fund, and when we do get it my prediction is that 
it will show that the British Government has got our $2,000,000,000 and probably 
taken Morgenthau’s shirt at the same time. [Laughter.] 

Let me inquire whether we have been entirely fair with our own people. 
At the very time when we were anticipating devaluing the dollar we went into 
the foreign markets, and we purchased there $111,109,566 worth of gold and 
paid the foreign owners approximately $33 an ounce for it, which is about $13 
more than we paid our own people. That has all happened since October. The 
foreigners have got their money and are ready to use it in a stabilization fund 
against us, if you please. We have given it to them. But what have we given 
our own people at the same time? We have taken $813,000,000 in gold from 
them, but what did we give them? We did not give them $20.67 an ounce, to 
say nothing of $383 an ounce, which was the price we gave to foreigners. We 
have not even given our own people $20.67 an ounce, because we have given 
the President of the United States the authority to cut down the value of the 
dollar until gold is worth only a little more than $10 an ounce. Is that loyalty 
to our own people, and are we going to do everything we can to make foreign 
governments pay their debts to us on the ground, as alleged, that we do not 
want to impose further taxes upon our own people? Oh, we argue that position 
strongly ; we write it into our platforms, and then at the very first opportunity 
we get, without anybody realizing what is happening, we reduce the foreign 
debts due us from $10,000,000,000 to $5,000,000,000. 

Mr. President, what I have said here has to do with the merits of this bill. 
I propose to discuss one phase of its constitutionality. It seems to me the 
question of constitutionality as affecting this proposed act is of greater im- 
portance than the question of the constitutionality of other bills that are so 
often brought before the Congress. I realize that it is not worthwhile to argue 
a constitutional question before the Senate. In the first place, I do not pretend 
to be an expert upon constitutional law, but I am sworn to support the Constitu- 
tion, and if I am not satisfied that a proposed act is constitutional, I ought not 
only to vote against it but I ought to set forth my reasons for the benefit of my 
colleagues, whatever my views may be worth, as well as for the benefit of the 
country. 

I know that all of us can make what is a very valid excuse with respect to 
the constitutionality of every act which is proposed. There is but one place 
where we can definitely find out, and, so far as I know, no one has been able 
to say definitely beforehand what the decision will be on any particular 
legislation. 

Mr. Roprnson of Arkansas. Mr. President 

The PrestpInG Orricer. Does the Senator from Delaware yield to the Senator 
from Arkansas? 

Mr. Hastines. I have announced that I did not care to be interrupted. 

Mr. Rosrnson of Arkansas. Yes; I heard that announcement, but the Senator 
is constantly asking questions and challenging answers. I suggest to him, if he 
does not wish to be interrupted, that he discontinue that course and make his 
remarks. 

Mr. Hastines. Challenging what? I did not understand the Senator's re- 
marks. 

Mr. Roprnson of Arkansas. Asking questions and challenging answers. If 
the Senator declines to yield, of course, I will not interrupt him further. 

Mr. HaAstinGs. I propose to continue doing exactly that thing. If the Senator 
from Arkansas should find in my speech sufficient to warrant him in answering 
it, I should feel complimented beyond measurement, but I do insist that if he 
cares to answer it he wait until I finish. 

Mr. Ropinson of Arkansas. Very well; though if I may be permitted in the 
Senator’s time to say so, I think it is a very unusual proceeding for a Senator 
to ask questions of the opposition, challenge an answer, and then refuse to yield. 

Mr. BarKiey. Perhaps the Senator wants to answer them himself. 

Mr. Rosrnson of Arkansas. Of course, I would not be satisfied with the 
Senator’s answer to his own questions. [Laughter. ] 
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Mr. Hastr1Nnos. I have heard the Senator from Arkansas interrupt other Sena- 
tors in debate, and I do not think there is anything unusual about asking ques- 
tions and leaving it for somebody who believes the bill ought to be passed to 
answer them in his own time. I have not asked the Senator from Arkansas any 
specific question. If I had, of course, I would have given him the opportunity to 
answer it. I am asking general questions; and, as the Senator from Kentucky 
said, I may answer them. If the Senator from Arkansas will listen, I am quite 
certain that in the end he will be greatly enlightened. [Laughter. | 

I was about to say—in fact, I think I did say; and that is one of the reasons 
why I do not like to be interrupted—that no one knows definitely what the 
opinion of the Supreme Court would be upon any subject until it has handed 
it down and we have heard the decision read in the Court. But, I repeat, to my 
mind the constitutionality of this bill ought to be carefully considered before 
the bill becomes effective, because if it should afterward be declared uncon- 
stitutional it would upset the whole business structure of our country to a very 
much greater extent than would be true with respect to most measures. 

I know that it may be said there is some doubt about most of the emergency 
measures we have passed and that the people of the country are waiting anxiously 
to know what the Supreme Court of the United States will say with respect 
to them. But there are none of them, whether it be the NRA, the AAA, or the 
various other alphabetical organizations which are in existence, which are of 
such importance that a declaration that they are unconstitutional will have 
the bad effect that would follow if this measure should be declared unconsti- 
tutional. 

In the first place, we find the Government repudiating its promise to pay 
its own obligations in gold coin. Certainly no thoughtful lawyer can definitely 
say that the Supreme Court will uphold that act. 

After the political campaign of 1896, and in some instances prior to that time, 
there was written into almost every important contract ‘made between the citi- 
zens of our country, in which the payment of money was involved, an obligation 
to pay in gold coin of the present weight and fineness. The Supreme Court 
has on more than one occasion held that this was a binding contract, and the 
particular kind of money mentioned in the contract must be produced in order 
to cancel the contract. 

If this act is declared unconstitutional, think of the confusion in the whole 
economic life of the Nation upon the two classes of individuals that I have 
described. 

Suppose, for instance, some careful debtor having made that kind of contract 
occasionally laid away gold certificates from time to time so that he might 
be able to meet his obligation when it came due. Think what his position is 
by this legislation. . 

The act giving the President, because of the depression, authority to prohibit 
the hoarding and exporting of gold, was passed, and what does the President 
do under that authority? He issues an Executive order directing all persons 
holding gold or gold certificates to deliver them up at a certain fixed time 
to the Federal Reserve bank. 

It may be that this act, giving the President the authority to prevent the 
hoarding and exporting of gold, is, on the face of it, constitutional (unless it 
be held unconstitutional by reason of the transferring of legislative powers of 
the Congress to the President). In other words, there may exist in the Congress 
the power, under certain circumstances, to prohibit the hoarding and exporting 
of gold. It is now proposed, however, to make valid the Executive order issued 
under the authority of that act. 

Suppose it shall be determined, as I think it will be, that the direction, under 
threat of being declared a felon, to transfer that gold to a Federal Reserve bank, 
was not due process of law, and the payment in the currency of the United 
States was not necessarily just compensation. If that be true, think of the 
confusion of getting back into the hands of those persons who delivered that 
gold the just compensation which is theirs under the Constitution. 

Carry the suggestion further to the point of taking the gold from the Federal 
Reserve bank and think what confusion there will be in that connection if this 
act is declared unconstitutional. 

For these reasons I insist that the constitutionality of this act is of much 
greater significance than any other act that has been presented to the Congress 
in generations. 
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VALIDITY OF THE PROPOSED GOLD LEGISLATION 


The bill under consideration represents one more step in a unified plan of 
currency legislation on the part of the present administration that began prac- 
tically with its inception. Its constitutionality cannot be determined apart 
from this background and in effect involves a consideration of the entire program 
regarded as a continuing piece of legislation. This background is as follows: 

The President, immediately after assuming office, under the authority of 
section 5 (b) of the act of October 6, 1917 (Trading with the Enemy Act, 40 
Stat. 411, 1917), placed an embargo on gold exports and made certain delega- 
tions of authority to the Secretary of the Treasury. The Federal Reserve Board 
thereafter directed Federal Reserve banks to forward to it lists of persons who 
had withdrawn gold since February 1, 1933, and had not redeposited it before 
March 13, 1933. 

On March 9, 1933, Congress passed an act approving and confirming the actions 
of the President and amending the prior war-time act. 

Under section 2 of this new legislation, the President was given the power 
to regulate or prohibit the export, hoarding, melting, or earmarking of gold or 
selver coin, bullion, or currency. A fine of $10,000 or imprisonment for 10 years, 
or both, was provided as a penalty for violating this law. 

On April 5, 1983, the President, under this last legislation, issued a regulation 
prohibiting the withdrawal and withholding from recognized and customary 
channels of trade, gold coin, bullion, and certificates. This Executive order 
required the delivery to the Federal Reserve banks or member banks on or 
before May 1, 1933, of all gold coin, bullion, and certificates, for which there 
was to be paid an equivalent amount of any other form of coin or currency, 
coined or issued under the laws of the United States. 

Then came the Executive order of April 20, 1933, in which it was provided: 


“Until further order the earmarking for foreign account and the exporting 
of gold coin, gold bullion, or gold certificates of the United States, or subject 
to the jurisdiction thereof, is hereby prohibited, except that the Secretary of 
the Treasury, in his discretion, and subject to such regulations as he may pre- 
scribe, may issue licenses authorizing the export of gold coin and bullion ear- 
marked or held in trust for a recognized foreign government or foreign central 
bank or the bank of international settlement.” 


Then came the Thomas amendment of May 12, 1933, which was an amend- 
ment to the agricultural act. Then came the joint resolution of June 5, 1933, 
whereby we left the gold standard. 

On August 29, 1933, an Executive order was promulgated, revoking the pre- 
vious regulation and merely imposing the. criminal penalties sanctioned by 
the statute for continual hoarding. On December 28, 1933, the Secretary of the 
Treasury ordered every person to pay and deliver to the Treasury of 
the United States all gold coin, bullion, and certificates situated in the United 
States, with certain exceptions, authorizing payment therefor in language 
similar to that used above, and, on December 29, 1933, instructions were 
submitted to the member banks of the Federal Reserve System to pay over 
gold coin, certificates, and bullion at the rate of $20.67 per fine ounce, the 
Treasury’s account with the bank to be charged with the amount of these 
payments. 

On January 15, 1934, the President promulgated an amendment to the 
prior Executive order of August 28, 1933. Under the terms of this amend- 
ment no person was to acquire gold coin, bullion, or certificates except under 
license, with certain exceptions for purposes of industry, profession, and so 
forth. On the same date the Secretary of the Treasury fixed midnight of 
January 17, 1934, as the deadline for turning in gold coin, bullion, and cer- 
tificates. This order provided that after such date the Secretary might pay for 
gold such part of the amount previously required to be paid, or none, as in his 
discretion he might provide. 

Mr. President, I desire to digress for a moment with respect to this recent 
legislation to call attention to the act of Congress of June 28, 1834, in which 
provision was made for the contents of the gold coins of the United States. 

A $10 gold piece, known as an eagle, was to contain 232 grains of pure gold, 
or 258 grains of standard gold. 

The same act provided for the coining of the $5 gold piece and the $2.50 
gold piece, each containing the same proportions. 
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By an act of Congress dated February 12, 1873, being section 3511 of the 
Revised Statutes, it is provided that the $1 gold piece of the United States, 
at the standard weight of 25.8 grains, shall be the unit of value; and then 
it provided for the issue of other pieces. 

In the act of March 4, 1900, which act is mentioned by the Attorney General 
in his opinion to the Secretary of the Treasury, we find this language: 

“The dollar consisting of 25.8 grains of gold, nine tenths fine, as estab- 
lished by section 3511, Revised Statutes of the United States, shall be the 
standard unit of value, and all forms of money issued or coined by the 
United States shall be maintained at a parity of value with this standard 
and it shall be the duty of the Secretary of the Treasury to maintain such 
parity.” 

I have traced this old legislation because the Attorney General, in his opinion, 
stated that— 

“The prevailing price of gold coin and gold bullion in the United States, other 
than newly mined gold, is fixed by statute. The act of March 4, 1900, prescribes 
that the weight of the gold dollar shall be 25.08 grains, nine tenths fine, which 
in turn makes gold worth $20.67 an ounce.” 

It will be observed from the language of the statute that the Attorney General 
is in error when he states that the prevailing price of gold coin and gold bullion 
in the United States is fixed by statute. The price of gold bullion, as I shall 
show later in this brief which I have prepared, is not fixed by statute, and could 
not be fixed by statute. 

On January 15, 1934, the President submitted to Congress a tentative bill to 
protect the currency system of the United States, to provide for the better use 
of the monetary gold stock of the United States, and for other purposes. I call 
attention to these dates because they are important in considering the present 
point of law. Section 2 (a) of this act provided in substance that title to any 
and all gold coin and gold bullion held by the board of every Federal Reserve 
bank should become vested in the United States, and that payment therefor 
should be made in equivalent amounts in dollars. For this purpose credits were 
established in appropriate Treasury accounts. Balances in such accounts are 
made payable in gold certificates in such form and denominations as the Secre- 
tary of the Treasury might determine. The act also provides that any gold 
withheld or otherwise dealt with in violation of its provisions should be forfeited 
to the United States. 

This act is proposed in contemplation of a reduction, as we understand, in 
the gold content of the dollar to from 50 to 60 percent of its former content. 
The resultant increase of the value of the gold in terms of dollars is to be utilized 
by the Government as a part of the stabilization fund created by the act for the 
purpose of purchasing gold at home or abroad in an effort to keep the new 
value of the dollar at a stable figure. 

The combination of the above legislation, together with the Thomas amend- 
ment which was passed on May 12, 1933, which, among other things, provided 
for the debasement of the coinage, in the discretion of the President, down to 
50 percent, requires all persons to turn over gold in the form of coin or bullion 
or certificates to the appropriate Federal Reserve bank, title to this gold being 
vested by proposed legislation in the Federal Government in return for the pay- 
ment “in equivalent amounts in dollars.” This has been interpreted by the 
Secretary of the Treasury to mean payment of $20.67. At the same time the 
Government is paying for newly mined gold in the domestic market approxi- 
mately $34.45 for the same weight. Moreover, with the contemplated reduction 
in the gold content of the dollar, the paper dollars given in return for gold 
will be worth between $10.87 and $12.40 for each ounce. The practical effect 
of this program of legislation and Executive orders is to confiscate all outstand- 
ing gold in the United States without the consent of the owners of such gold 
and at a figure which is fixed by statute—a figure which does not approximate 
the actual, as distinguished from the legal, value of the metal. Even this figure 
is chimerical, for the proposed reduction in the value of the dollars given for 
the gold will mean that a former owner of gold will now have in its stead 
money worth approximately one-third of the value of his gold. 

There are two particular respects in which this act violates the Constitution. 
That which undertakes to delegate power in violation of the Constitution, how- 
ever, is to be discussed by other Members of this body on this side, and I shall 
confine my remarks to the fifth amendment, which prohibits the taking of 
property without due process of law and without just compensation. 
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The first ground upon which this legislation may be attacked is that it violates 
the due-process clause of the fifth amendment in that it allows condemnation 
and acquisition of gold at a price other than the fair value to which an owner 
of property is entitled upon its seizure by the Government. 

It has often been stated that an owner of property which is acquired by the 
Government in condemnation proceedings must be placed in as good a position 
as if the property had not been taken from him (Seaboard Air Line Railway v. 
United States, 361 U. S. 299). In this case the Government requisitioned land 
under the Lever Act for governmental purposes. The President, through the 
War Board appraisers, made an assessment as to the value of the land. The 
owner, not satisfied with the amount so assessed, brought suit to recover a fair 
value. Mr. Justice Butler, writing the opinion for the Court, states, at page 304: 

“The compensation to which the owner is entitled is the full and perfect 
equivalent of the property taken. * * * It rests on equitable principles, and 
it means substantially that the owner shall be put in as good position pecuniarily 
as he would have been if his property had not bee taken.” 

This theory of compensation was further followed out in the case of Phelps v. 
United States (274 U. S. 341 (1927)). Here again was the requisition of a 
pier in New York Harbor by the Secretary of War, pursuant to an act of August 
29, 1916, and an act of August 10, 1917. The amount of compensation offered 
did not meet with the owners’ approval, and they sued to recover an amount to 
make up just compensation. Again writing the opinion of the Court, Mr. Justice 
Butler states at page 344: 

“Acts of Congress are to be construed and applied in harmony with and not 
to thwart the purpose of the Constitution. The Government’s obligation is to 
put the owners in as good position pecuniarily as if the use of their property had 
not been taken. They are entitled to have the full equivalent of the value of 
such use at the time of the taking paid contemporaneously with the taking. 
As such payment has not been made, petitioner is entitled to the additional 
amount claimed.” 

In Brooks-Scanlon Corporation v. United States (265 U. S. 106) the court 
emphasizes that it is the property itself which is protected under the due process 
clause rather than the amount which the property costs. This case involved 
the requisition of a ship in the process of construction, pursuant to war-time 
powers. The question before the Court was: “What was just compensation to 
be given to the owner of the ship so requisitioned?’ Mr. Justice Butler, again 
writing the opinion of the Court, states at page 123: 

“It is the property and not the cost of it that is protected by the fifth amend- 
ment.” 

In view of these above cases, and the quotations from the Court's opinions, it 
would seem that an excellent argument could be made against the constitutional- 
ity of the pending gold bill. In general, these cases would require that when 
the Government takes private property for public use it must give to the former 
owner of the property the full value of the property so taken. It must put the 
owner in as good a position pecuniarily as if the property had not been taken. 
In computing the fair value, as brought out in the Brooks-Scanlon Corporation 
case, already referred to, it must consider the property itself and not the cost, 
which would seem to make the intrinsic value of the property the criterion in 
determining what will be just compensation. 

Under the present legislation and accompanying regulations the Government 
proposes to pay $20.67 for each fine ounce of gold bullion turned in to the Gov- 
ernment; this, when the intrinsic value of gold in the world market is sub- 
stantially higher and the price to be paid for newly mined gold is approximately 
$34 per ounce. It is needless to say that there is no substantial difference 
between newly mined gold and other gold in the form of bullion. In doing so, 
the Government sets an arbitrary value for bullion and ignores its intrinsic 
value as a commodity. If the Government, as it proposes, is to take title to this 
gold, which is private property, it is reasonable to assume that it must be bound 
by the law regulating the taking of private property. This law requires just 
compensation measured by the intrinsic value of the property taken, and cer- 
tainly would not allow an arbitrary and fantastic value to be fixed by a legis- 
lative or executive body. 

In United States v. Crary (2 Fed. Supp. 870 (1982)), a case which involves 
the taking by the Government of land for a public purpose, the Court states 
at page 879: 

“Hence I believe that the value of land sought to be taken is the price it would 
bring if offered for sale by one who desires but is not obliged to sell, and is 
bought by one who is willing to buy but is under no necessity of buying.” 
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This seems to be the usual statement of the rule for ascertaining the price 
which the Government must pay. Obviously the price of $20.67 per fine ounce 
is not a price for which the owner would be willing to part with gold. The 
Government itself is paying for newly mined gold at a rate approximately $15 
higher per ounce, 

It might be here argued by the proponents of the legislation that gold is 
a commodity affected with a public interest and, as such, is subject to regula- 
tion without giving full compensation. Such a theory was advanced by the 
Attorney General in his recent opinion and by Judge Woolsey in Campbell vy. 
United States (New York Law Journal for Nov. 17, 1933), where defendant 
Campbell was prosecuted criminally on the theory that he was “a hoarder of 
gold.” Such statements, however, seem to beg the question, for the Supreme 
Court, in United Railways v. West (280 U. S. 234 (1929), asserts that property 
affected with a public interest is still private property and cannot be taken 
for a compulsory price which falls below the measure of just compensation. 
This was a case involving the valuation of the property of a street railway 
by a State public-utility commission for the purpose of fixing rates. The Court, 
at page 249, states: 

“The commission fixed a rate of fare permitting the company to earn a 
return of 6.26 percent on this valuation; and, so far as no. 55 is concerned, 
the case resolves itself into the simple question whether that return is so in- 
adequate as to result in a deprivation of property in violation of the due-process- 
of-law clause of the fourteenth amendment. In answering that question, the 
fundamental principle to be observed is that the property of a public utility, 
although devoted to the public service and impressed with a public interest, 
is still private property; and neither the corpus of that property nor the use 
thereof constitutionally can be taken for a compulsory price which falls below 
the measure of just compensation. One is confiscation no less than the other.” 

It is true that there are cases where State governments, in exercising their 
police power, have run rough-shod over private property rights and have de- 
prived private persons of their property, so that some regulatory measure might 
be achieved. Such a case was Pennsylvania Coal Co. v. Mahon (260 U. 8. 393). 
In this case the city of Scranton, Pa., passed a regulation providing that in 
coal mines beneath the city, pillars of coal should be left in order to prevent 
subsidence and injury therefrom to buildings on the surface. Thus, this regu- 
lation deprived the owners of the coal mines of property for which they were 
given no compensation. It was upheld by the Supreme Court of the United 
States as being a necessary exercise of the police power. 

Similar cases are Bowditch v. Boston (101 U. S. 16) ; Omnia Commercial Co. 
v. United States (261 U. S. 502 (1932)); Hamilton v. Kentucky Distilleries 
Warehouse Co. (251 U. S. 146 (1919) ) ; see also Sweet v. Rechel (159 U. 8. 380 
(1895), p. 400). 

On the basis of such cases it might be argued by proponents of the bill that 
the Federal Government may deprive persons of their property rights in ex- 
ercising its constitutional power to regulate the national currency. In so 
arguing, they would state that the requisition of gold subserves a legitimate 
governmental purpose and that it is reasonably necessary for the accomplish- 
ment of that purpose that compensation be below the statutory rate of $20.67. 
To support this contention they might cite the cases above considered. 

However, the cases all deal with situations in which title to the property 
has not been taken from the owner, but its use has been regulated, or with 
those in which the property involved is considered harmful to the public’s 
health or morals. In none of these cases has property been taken from the 
owner for the purpose of being used by the Government; rather, its use has 
been regulated in the hands of the owner or it has been absolutely confiscated 
fo purposes of destruction rather than for the use of the Government on the 
theory that it presented a danger and menace to society. Where, in fact, pur- 
suant to a power vested in it, the Government has taken title to property to be 
used for a public purpose, compensation for such taking was required to be 
made. Such was the situation in Monongahela Nawigation Co. v. United States 
(148 U. 8S. 310 (1898)). The facts in this case are set forth at length later 
on in this memorandum, but summarily the Federal Government took pos- 
session of a lock and dam in a navigable river pursuant to the power over 
interstate commerce vested in it by the Constitution. It was required by the 
court to give fair compensation to the owner of such property. The Supreme 
Court in this case, at page 471, forcefully states the rule in the following 
language: 
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“But like the other powers granted to Congress by the Constitution, the 
power to regulate commerce is subject to all the limitations imposed by such 
instrument, and among them is that of the fifth amendment, we have hereto- 
fore quoted. Congress has supreme control over the regulation of commerce, 
but if in exercising that supreme control, it deems it necessary to take private 
property, then it must proceed subject to the limitations imposed by this fifth 
amendment, and can take only on payment of just compensation.” 

Omnia Commercial Co. against United States, heretofore cited, which case 
involved the requisition of a ship as a wartime measure, clearly distinguishes by 
way of obiter dictum the distinction between taking property for public use and 
destruction by lawful governmental action. The Court, at Two Hundred and 
Sixty-first United States Reports, page 510, asserts: 

“If, under any power, a contract or other property is taken for public use, the 
Government is liable; but if injured or destroyed by lawful action, without a 
taking, the Government is not liable.” 

Two cases before the Supreme Court, Mugler v. Kansas (123 U. 8. 623 (1887) ) 
and Samuels vy. McCurdy (267 U. 8. 188 (1925)), might present ammunition for 
the proponents of this bill. In both those cases, the Supreme Court allowed 
first the State of Kansas and then the State of Georgia, to take without com- 
pensation, under a State statute making possession illegal, liquor acquired 
before the enactment of the statute. In Samuels against McCurdy, just cited, 
in discussing the question of compensation to be given to the owner of the con- 
fiscated liquor, the Court gave some weight to the difficulty of ascertaining the 
market value of the liquor, since the ownership and sale of such were prohibited. 
This argument might be advanced on the theory that the present abnormal gold 
market makes the determination of the intrinsic value of gold almost impossible 
and hence the compensation to be given will be that as prescribed by statute. 
However, again these two cases do not involve the appropriation or taking of 
property by the Government for its own use, but involved confiscation of property 
deemed injurious to the public welfare for the purpose of destruction. 

It would seem, then, on the basis of the strong language in the Monongahela 
ease, already referred to, where, in fact, the Government in exercising its consti- 
tutional powers does deem it necessary to take title to private property, that it 
must compensate the former owner of such property to its full value. 

Up to this point I have dealt solely with the inequity of paying $20.67 per 
fine ounce for gold, when the intrinsic value of such is higher. There is an addi- 
tional objection on the ground that the Government demands the surrender 
of all gold and proposes to pay for this gold in money, the value of which will 
be reduced by from 50 to 60 percent at the time when the owner receives payment. 
It is true that the value of property taken over under the power of eminent 
domain should be determined as of the date of taking, but the whole course of the 
legislative enactments and the regulations of the Secretary of the Treasury and 
of the President of the United States show a plan to require the surrender of all 
gold and to pay therefor, in depreciated money, a value which is approximately 
one-third of the value of the gold itself. The present bill ratifies the previous 
regulations of the President and the Secretary of the Treasury and, in section 7, 
contemplates that the weight of the gold dollar shall be reduced. It is not 
only a connecting link in the plan of the Government but is one of the most vital 
links in the plan. It would be absurd to predicate the power of the Government 
to accomplish such an objective upon the mere basis that the taking of the gold 
is accomplished at one time and the reduction in the value of the dollars given 
for the gold accomplished at a later time, when this power would be lacking 
were both these steps to be taken at one and the same time. 

Just here I may call attention to the opinion of the Attorney General, in which 
he gives the prohibition of exporting gold to other countries as a reason why 
this amount of $20.67 an ounce is a true and correct value, and he argues that 
because of that there is no way in which a person could get more for his gold 
than is fixed by the statute. 

Insofar as the governmental powers of eminent domain are herein involved 
the case of Cincinnati v. Vester (33 Fed. 2, 242 (C. A. A. 6, 1929), 57 Harvard 
Law Review, 479) at page 484 (footnote 25) throws some light upon the uncon- 
stitutionality of the proposed legislation. In this case the city of Cincinnati, 
Ohio, condemned private land for the construction of a roadway. In addition 
it condemned a small amount of adjoining property which it proposed to sell 
at a profit and apply the proceeds for the maintenance of the highway. The 
court refused to allow the condemnation of this additional parcel of land on the 
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theory that it was a condemnation for a nonpublic use and as such was a denial of 
due process of law. 

In the present situation the retention by the Government of the profit result- 
ing from the proposed debasement of the currency is analogous to the proposed 
sale at a profit of the additional land in the Cincinnati case and, as such, a denial 
of due process. 

However, there is language in the Cincinnati case which indicates that, if the 
use of the profit acquired by the sale of land was dominantly for a public use 
and was directly related to the use for which the property was taken, so as to 
be indispensable to its welfare, in such a case the court might sanction the ac- 
quisition of such a profit. 

Another objection to the constitutionality of the proposed enactment has been 
raised by the distinguished senior Senator from Virginia [Mr. Glass]. The price 
which is to be paid for the gold taken over by the Government is fixed by the 
statute and the regulations of the President and the Secretary of the Treasury. 
It has been stated by the Supreme Court of the United States that the ascertain- 
ment of the fair value which is to be paid for property taken by the Government 
is a judicial function (Monongahela Navigation Co. v. United States, 148 U. 8. 
310 (1893) ; Seaboard Airline Railway v. United States, 261 U. S. 299 (1922 
United States v. New River Collieries, 262 U. S. 341 (1923) ). 

In the Monongahela Navigation Co. case the Secretary of War was authorized 
by the statute to purchase a specific lock and dam for a figure not exceeding 
$161,000, in round numbers, or in the alternative to institute condemnation pro- 
ceedings to acquire this property. The condemnation proceedings were to con- 
form to those adopted by the statutes of Pennsylvania, the property being lo- 
cated in that State, but the Federal statute provided that the franchise of the 
corporation operating the lock and dam was not to be considered in assessing 
the damages to which the owning corporation was to be entitled. In the lower 
court evidence of the present and prospective tolls was offered, but the court 
sustained the objection of the counsel for the United States thereto, thus follow- 
ing out the Federal statute in disallowing any value which might have been at- 
tributable to the franchise of the corporation. Upon appeal to the Supreme 
Court of the United States the judgment was reversed and the case remanded 
with instructions for a new trial. The following language from the opinion 
of the Court is pertinent (148 U. 8S. at pp. 324-328) : 

“The question presented is not whether the United States has the power to 
condemn and appropriate this property of the Monongahela Co., for that is 
conceded, but how much it must pay as compensation therefor. Obviously this 
question, as all others which run along the line of the extent of the protection 
the individual has under the Constitution against the demands of the Govern- 
ment, is of importance, for in any society the fullness and sufficiency of the 
securities which surround the individual in the use and enjoyment of his prop- 
erty constitute one of the most certain tests of the character and value of the 
Government. * * * 

“* * * Tn this fifth amendment there is stated the exact limitation on the 
power of the Government to take private property for public uses. And with 
respect to constitutional provisions of this nature it was well said by Mr. 
Justice Bradley, speaking for the Court, in Boyd v. United States (116 U. S. 
616, 685 (29: 746, 752)): ‘INegitimate and unconstitutional practices get their 
first footing in that way, namely, by silent approaches and slight deviations 
from legal modes of procedure. This can only be obviated by adhering to the 
rule that constitutional provisions for the security of person and property should 
be liberally construed. A close and literal construction deprives them of half 
their efficacy and leads to gradual depreciation of the rights, as if it consisted 
more in sound than in substance. It is the duty of courts to be watchful for 
the constitutional rights of the citizens and against any stealthy encroachments 
thereon * * *,’ 

“The language used in the fifth amendment in respect to this matter is happily 
chosen. The entire amendment is a series of negations, denials of right or power 
in the Government, the last, the one in point here, being ‘Nor shall private 
property be taken for public use without just compensation.’ The noun ‘com- 
pensation’ standing by itself carries the idea of an equivalent. Thus we speak- 
of damages by way of compensation, or compensatory damages, as distinguished 
from punitive or exemplary damages, the former being the equivalent for the 
injury done and the latter imposed by way of punishment. So that if the ad- 
jective ‘just’ had been omitted, and the provision was simply that property 
should not be taken without compensation, the natural import of the language 
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would be that the compensation should be the equivalent of the property. And 
this is made emphatic by the adjective ‘just... There can, in view of the com- 
bination of those two words, be no doubt that the compensation must be a full 
and perfect equivalent for the property taken. And this just compensation, it 
will be noticed, is for the property and not to the owner. * * * 

“By this legislation Congress seems to have assumed the right to determine 
what shall be the measure of compensation. But this is a judicial and not a 
legislative question. The legislature may determine what private property is 
needed for public purposes—that is a question of a political and legislative 
character—but when the taking has been ordered, then the question of compen- 
sation is judicial. It does not rest with the public taking the property, through 
Congress or the legislature, its representative, to say what compensation shall 
be paid, or even what shall be the rule of compensation. The Constitution has 
declared that just compensation shall be paid, and the ascertainment of that is a 
judicial inquiry. In Charles River Bridge Props. v. Warren Bridge Proprs. 
(36 U. S.; 11 Pet. 420, 571 (9: 773, 883)) Mr. Justice McLean, in his opinion, 
referring to a provision for compensation found in the charter of the Warren 
bridge, uses this language: ‘They (the legislature) provide that the new com- 
pany shall pay annually to the college in behalf of the old one a hundred pounds. 
By this provision it appears that the legislature has undertaken to do what a 
jury of the country only could constitutionally do—assess the amount of com- 
pensation to which the complainants are entitled.’ (See also the following au- 
thorities: Com. v. Pittsburgh & C. R. Co., 58 Pa. 26, 50; Pennsylvania R. Co. v. 
Baltimore & O. R. Co., 60 Md. 263; Isom vy. Mississippi Cent. R. Co., 36 Miss. 300.) 

“In the last of these cases and on page 315 will be found these observations of 
the court: ‘The right of the legislature of the State, by law, to apply the prop- 
erty of the citizen to the public use, and then to constitute itself the judge in its 
own case to determine “just compensation” it ought to pay therefor or how 
much benefit it has conferred upon the citizen by thus taking his property without 
his consent, or to extinguish any part of such “compensation” by prospective 
conjectural advantage, or in any manner to interfere with the just powers and 
province of courts and juries in administering right and justice, cannot for a 
moment be admitted or tolerated under our Constitution. If anything can be 
clear and undeniable upon principles of natural justice or constitutional law, 
it seems that this must be so.’ 

“We are not, therefore, concluded by the declaration in the act that the 
franchise to collect tolls is not to be considered in estimating the sum to be paid 
for the property. 

In the above case the statute made provision for the institution of the con- 
demnation proceedings in the district court and therefore met any objection that 
the amount of the compensation must be fixed by the judicial tribunal. In the 
present situation the amount of money to be paid for gold has been set by statute 
as an equivalent amount in dollars. In turn, the equivalent amount in dollars 
is determined by the act of March 14, 1900 (U. §S. C., title 31, par. 314), which 
sets the weight of the gold dollar at 25.8 grains. This means that for each 25.8 
grains of gold taken over by the Government one dollar, which under the plan 
will represent only about one half that amount of gold in value, will be paid. 
In effect, since the certificate given in return for the gold surrendered has no value 
except in terms of its gold content, the proposed legislation, while superficially 
purporting to give compensation for the property surrendered, really amounts to 
a confiscation of one half of it. In this respect it differs from all other cases of 
condemnation of property. 

The Monongahela Navigation Co. case has been cited as authority in later cases. 
Thus, in the Seaboard Airline case, cited above, the Court states (148 U. 8S. 310) : 

“Just compensation is provided for by the Constitution, and the right to it can- 
not be taken away by statute. Its ascertainment is a judicial function.” 

And in United States against New River Collieries Co., cited above, the Court 
states (262 U.S. 341): 

“The ascertainment of compensation is a judicial function, and no power exists 
in any other Department of the Government to declare what the compensation 
shall be or to prescribe any binding rule in that regard.” 

The last two cases cited involved the requisition by the Government of certain 
commodities under the Lever Act for the use of the Army and Navy during the 
war time. The act provided for purchase at an amount fixed by the President. 
However, the owner of the commodity taken was given the right to object to this 
valuation, to accept 75 percent thereof, and to sue for the balance in the appro- 
priate district court. Since under the statute the court was to determine the 
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amount of just compensation, the language quoted may be considered obiter dicta, 
but nevertheless the principles laid down for guidance represent sound constitu- 
tional law. 

Several cases from the courts of highest resort in the States are cited by the 
Supreme Court in the Monongahela Navigation case. In Com y. Pittsburgh € 
Cc. R. Co. (58 Pa. 26 (1868)) the Court declared unconstitutional a statute 
providing for the acquisition of the railroad property, under the terms of which 
the Governor of the State was to appoint three appraisers, who were to de- 
termine the expenditure made in the construction of the defendant road. This 
amount was to be paid to the road by a corporation thereafter to be authorized 
to construct a railroad over the same lines. The Court says of the statute at 
page 50: 

“These provisions are altogether insufficient, illusory, and unconstitutional. 
There is no direction whatever for a valuation of the corporate franchises and 
privileges attempted to be resumed for the public use. Even in regard to the 
actual tangible property taken—the lines of railway—the rule of valuation and 
appraisement is inadequate and unjust.” 

In Pennsylwania R. R. Co. vy. Baltimore & O. R. R. Co. (60 Md. 263 (1883) ) 
the State Legislature of Maryland passed a statute providing that railroads 
whose lines intersected within the State should be required to permit the inter- 
secting road to use its lines for a distance up to 5 miles from the intersection at 
a rate not exceeding the rate per ton-mile charged for through rates The 
Pennsylvania Railroad sued against the Baltimore & Ohio to recovery statutory 
penalties for failure to comply with this act. The Maryland Court of Appeals 
affirmed the judgment dismissing the action on the basis of the invalidity of 
the statute under the State constitution, stating at page 269: 

“The legislature, in exercising the right of eminent domain, cannot in the 
law itself fix the compensation to be paid. Such compensation in case of dis- 
agreement between the parties must in this State be awarded by a jury.” 

It would seem clearly from the cited cases that the present statute should 
provide for a determination by the judicial body of the fair value of the gold 
taken by the Government. This question, however, is tied up with the question 
as to the constitutional meaning of the term “just compensation.” For if the 
Supreme Court should ultimately decide that $20.67 per fine ounce amounts to 
just compensation, there would be no practical necessity for a procedure by 
which the value of the gold to be acquired should be determined. The mere 
possibility that the Supreme Court might find that $20.67 amounts to just com- 
pensation does obviate the objection to the statute, however, inasmuch as it is 
the fact that the statute does not afford the owner of the gold an opportunity 
to have the Court determine that it is just compensation, that deprives him of his 
constitutional rights. 

The extent of the power of the Government over the monetary system has not 
been fully determined by judicial decisions. The three most important cases 
in point are those of Hepburn vy. Griswold (8 Wall. 603 (1870)); the Legal 
Tender cases (Know vy. Lee and Parker v. Davis, 12 Wall. 457 (1871)); and Juil- 
liard v. Greenman (110 U. 8S. 421 (1884)). In the first of the cases the first 
Legal Tender Act was held invalid, the Court being of the opinion that, while 
Congress had the power to make credit currency legal tender, it could not require 
the payment of debts payable in fact in gold and silver, in paper money, not 
redeemable in gold. This case was overruled, however, in the Legal Tender 
cases by a decision concurred in by 4 justices as against 3 dissenting judges. 
Much of the language used in the opinions of the majority judges might be 
used as a basis for the validity of the present legislation. Thus, at page 547 of 
the opinion of Mr. Justice Strong, it is stated that the Constitution leaves with 
Congress the power to determine how far the statutory value of money shall 
correspond with the market value of the material itself; and, in the opinion of 
Mr. Justice Bradley, at pages 563-564, it is stated: 

“When the ordinary currency disappears, as it often does in time of war, 
when business begins to stagnate and general bankruptcy is imminent, then 
the Government must have power at the same time to renovate its own resources 
and to revive the drooping energies of the Nation by supplying it with a circulating 
medium. What that medium shall be, what its character and qualities, will 
depend upon the greatness of the exigency and the degree of promptitude which 
it demands. These are legislative questions. The heart of the Nation must not 
be crushed out. The people must be aided to pay their debts and meet their 
obligations. The debtor interest of the country represent its bone and sinew, 
and must be encouraged to pursue its avocations. If relief were not afforded 
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universal bankruptcy would ensue, and industry would be stopped, and govern- 
ment would be paralyzed in the paralysis of the people.” 

Such language might be adopted for the purpose of upholding the validity of 
the present proposed legislation. However, there is some language in the 
opinion of Mr. Justice Bradley which would seem to result in an opposite con- 
clusion. Thus, at pages 560-561, in speaking of the power to make paper money 
legal tender, he asserts that the former Legal Tender Act was not an attempt 
to coin money out of a valueless material, but was a pledge of the national 
credit. It is a promise by the Government to pay dollars; it is not an attempt 
to make dollars. Under the pending proposed statute the Government is at- 
tempting to make dollars. Such an attempt is outside of the scope of the 
decision in the Legal Tender cases, and is not authorized by that decision. The 
same justice, at page 563, asserts : 

“A constitutional government, notwithstanding the right of eminent domain, 
cannot take physical and forceable possession of all that it may need to defend 
the country, and is reluctant to exercise such a power when it can be avoided. 
It must purchase * * *.” 

The specific decision in this case involved the question as to whether the owner 
of certain sheep could be compelled to accept as damages for their loss under 
an order of confiscation of the Confederacy the value of the sheep in greenbacks, 
which at the time were worth less than their value in specie. The jury had 
returned a verdict for the plaintiff under instructions to the effect that the 
verdict could be discharged by payment in greenbacks, which had been given 
the quality of legal tender by statute. The Supreme Court upheld the judg- 
ment rendered upon this verdict. The decision upheld the power of the 
Government to issue paper money not redeemable in gold during war time for 
the purpose of carrying on the functions of the Government, and that the acts 
impressing upon these greenbacks the quality of legal tender were valid as 
applied to contracts made both before and after their passage. 

The last of the three above-mentioned cases, that of Juillard against Green- 
man, involved a similar question, except that the paper money issued at that 
time was redeemable in gold, and the power of the Government to issue such 
money was here raised at a time when the United States was not at war. The 
power of the Government to issue notes and make them legal tender was here 
held to be included in the power to borrow money and provide a national 
currency. 

The second of these last two decisions is merely to establish the power of 
the United States to issue paper money and make it legal tender, although the 
effect of such power may in a given instance mean that a debtor will be able to 
pay his creditor the amount of the debt in legal tender which is not worth at 
the time of payment the amount it had previously been worth at the time the 
contract was entered into. This does not mean that the Government itself may 
requisition all gold in the country, pay therefor a sum which does not represent 
the true value of the gold and thereby acquire for its own use the increase in 
value of the gold which arises from its policy of debasement. Moreover, in the 
Legal Tender cases the decrease in the gold content of the dollar was for the 
specific purpose of equalizing the value of the gold contained in each dollar and 
the value of the then monetary unit, the silver dollar. These decisions are 
not authority for the constitutional validity of the present bill. 

Another possible ground upon which to attack the constitutionality of this 
proposed bill might be that section 4 in imposing such heavy penalties for 
failure to comply with the provisions of the bill, would tend to preclude resort 
to the courts to test its validity. The case of Hx Parte Young (209 U. S. 123 
(1908) ) declared unconstitutional a statute which proposed such penalties. 
However, the rule of this case has been used in subsequent cases only as a basis 
for enjoining the imposition of penalties until a chance has been had to test 
the constitutionality of the bill on other grounds. (See 57 Harv. Law Rev., 486, 
note 35.) 

In the opinion of the Attorney General under date of January 17, 1934, which 
sustains the validity of the present bill, great reliance is placed upon the case 
of Ling Su Fan vy. United States (218 U. S. 302 (1910)). In that case the 
Philippine Commission enacted a law providing as follows: 

“The exportation from the Philippine Islands of Philippine silver coins, coined 
by authority of the act of Congress approved March 2, 1903, or the bullion 
made by melting or otherwise mutilating such coins is hereby prohibited, and 
any of the aforementioned silver coins or bullion which is exported or of which 
the exportation is attempted subsequent to the passage of this act and contrary 
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to its provisions shall be liable to forfeiture, under due process of law, and one 
third of the sum or value of the bullion so forfeited shall be payable to the 
person upon whose information, given to the proper authorities, the seizure of 
the money or bullion so forfeited is made, and the other two thirds shall be 
payable to the Philippine Government and accrue to the gold-standard fund: 
Provided, That the prohibition herein contained shall not apply to sums of P25 
or less, carried by passengers leaving the Philippine Islands. 

“Spec. 2. The exportation or attempt to export Philippine silver coin or bullion 
made from such coins from the Philippine Islands, contrary to law, is hereby 
declared to be a criminal offense, punishable, in addition to the forfeiture of the 
said coins or bullion as above provided, by a fine not to exceed 10,000, or by 
imprisonment for a period not to exceed 1 year, or both, in the discretion of 
the court.” 

This, Mr. President, is the sole decision cited by the Attorney General in his 
opinion upholding this proposed law, at last this part of it. 

The court held that this statute did not deprive the owners of such coins of 
their property in the coins without due process of law. 

Although the value of the coins as silver metal exceeded their value as legal 
tender, the decision upheld the power of the Philippine Commission to prevent 
the wholesale exportation of the silver coins and the destruction of that part 
of the Philippine currency. Such a situation is not involved in the present case. 
The purpose of this bill is not to prevent the misuse of coined gold for indi- 
vidual profit but in effect to enable the Government itself to realize the profit 
upon the difference between the value of the gold coins and of gold bullion as 
gold and the value of the equivalent amount in depreciated dollars. The deci- 
sion in the Philippine case is based in substance upon the following language 
(p. 310) : 

“Conceding the title of the owner of such coins, yet there is attached to such 
ownership those limitations which public policy may require by reason of their 
quality as a legal tender and as a medium of exchange. These limitations are 
due to the fact that public law gives to such coinage a value which does not 
attach as a mere consequence of intrinsic value. Their quality as a legal tender 
is an attribute of law aside ftom their bullion value. They bear, therefore, the 
impress of sovereign power which fixes value and authorizes their use in ex- 
change. As an incident, the Government may punish defacement and mutila- 
tion and constitute any such act, when fraudulently done, a misdemeanor (Rev. 
Stat. sees. 5459, 5189).” 

The distinction between the enactment involved in the Philippine case and 
the pending bill is that there the Philippine Commission merely regulated the 
use of silver coins by prohibiting their exportation. The pending measure and 
the preceding Executive orders do not merely regulate the use of gold coin and 
bullion but destroy all rights to their use and vest the title to them in the 
Government. The distinction is that which was involved in the cases I have 
previously referred to, namely, that the Government, under its police power, 
may regulate the use of and even destroy property without being required to pay 
just compensation; but when it actually takes the property from its former 
owner, to be used for a public purpose, it must pay just compensation. 

In addition, the holding of the Philippine case is limited to prohibition of the 
export of coined money. True, the statute forbade export of bullion made from 
Philippine coin. Obviously, the purpose of this clause was to prevent evasion 
of the act by exporting bullion obtained from melting silver pesos. 

This clause was not involved under the facts of the case, and it was not 
discussed either in the decision or in the argument of counsel. 

Bullion is not defined by.the previous Executive regulation, nor by the pending 
bill. In Webster’s dictionary, 1926 edition, it is defined as follows: 

“Gold or silver, considered merely as so much metal, without regard to any 
value imparted to it by its form. * * * Specifically, uncoined gold or silver 
in the shape of bars, ingots, or the like, or even in plate or other form. * * *” 

The most common understanding of the term would seem to be “uncoined gold 
and silver in the mass.” (See vol. 1, Words and Phrases, first series, p. 903.) 

The words “gold bullion”, as used in the Executive order and the bill before 
us, may therefore be taken to comprehend all gold in the mass. The term is not 
used as denoting bars or ingots of gold of the statutory purity and weight, 
stamped with the official Government mark denoting its weight and fineness 
(see U. 8. C., title 31, sec. 325), for the United States statutes provide for the 
deposit of gold bullion by owners thereof to be formed into gold bars (U. 8S. C., 
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sec. 327), and for the removal of the baser metal from such bullion where 
necessary in order that it may be conformed to the prescribed purity (U. S. C., 
sec. 329). Although an owner of gold bullion could formerly obtain gold coin 
or bars or even gold certificates (U.S. C., sec. 428) in return for his bullion, and 
could formerly obtain gold coin or bullion in return for gold certificates, this 
does not mean that the coin and the bullion are one and the same thing. 

Bear in mind, Mr. President, that the Attorney General in his opinion says 
that the statute of 1900 fixed the value of gold coin and gold bullion. ‘Such a 
provision cannot be found in that statute; it is not there; and the Attorney 
General was mistaken when he made that statement. 

Gold coin are specifically made legal tender by statute (U. 8. C., sec. 457). 
There is no similar provision in the statutes with respect to bullion. The owner 
of bullion, even though it is obtained from the Treasury and bears the official 
stamp of the Government, acquires absolute title thereto, and may deface it or 
melt it up as he sees fit. This he cannot do in the case of gold coin. 

It cannot be said of gold bullion that the law gives it a value aside from the 
intrinsic value of the gold. Although gold bullion may pass from hand to hand 
as a medium of exchange, it is by virtue of its inherent worth. To some extent 
this is also true of gold coins, since they are not required to be accepted at their 
face value if below the “standard weight and limit of tolerance provided by 
law” (U. S. C., sec. 457). On the other hand, granting the existence of the 
power to accomplish what the present bill proposes, with respect to gold bullion, 
no distinction exists whereby such power should be limited to gold bearing the 
Government’s stamp. The Government might provide for a similar requisition of 
all gold watches, of all gold ornaments, and similar articles manufactured from 
gold. It is inconceivable that the Constitution might allow such private property 
to be so seized and paid for at a price far below the actual worth of the article 
seized. 

Mr. Fess. Mr. President—— 

The Prestprine Orricer. Does the Senator from Delaware yield to the Senator 
from Ohio? 

Mr. Hastrnes. I yield. 

Mr. Fess. Before the Senator takes his seat I want to ask him what part of 
the pending measure caused him to suggest that there will be any trade value 
in bullion? He said bullion may be transferred from one citizen to another and 
thereby maintain a trade value. My understanding is that the bullion is to be 
taken over by the Government and lodged in the Treasury. 

Mr. Hastinos. Perhaps I did not make my statement perfectly clear. I was 
referring to the situation prior to the things that are being done by the present 
administration with respect to gold, and not to what the situation is at the present 
time or what it will be after the bill is enacted into law and that law becomes 
effective. 

Mr. Fess. That answers the question. I want to ask another question. The 
chairman of the committee, the senior Senator from Florida [Mr. Fletcher], on 
yesterday, in replying to an argument with reference to irredeemable currency, 
said that we have so much currency in circulation now and took occasion to 
specify the various kinds of money. He noted the Federal Reserve bank notes 
and stated that they are redeemable; also the Sherman note or the note of 
1890, which has on its face the phrase “paid in coin”, which the Treasury did 
not want to regard as silver equivalent to gold and which, therefore, became 
the issue in 1898 which led to the repeal of that law. The Senator from Fiorida 
said that was redeemable in gold. He also specified the national-bank notes 
based upon United States bonds and said they are payable in gold. He referred 
to other kinds of currency and announced that they are redeemable. 

Then he argued that this legislation is on a parity with prior legislation, 
when as a matter of fact the proposed legislation provides for irredeemable 
currency. The difference between the present currencies under the old law and 
the currency proposed in the bill now under consideration is as high as the dif- 
ference between up and down and as wide as the difference between right and 
left, because what made the present money of any value was the redeemable 
element, and that element is taken out of our currency by the pending measure. 

I have been wondering whether the Senator is holding that bullion still has 
a value when it is taken out of trade. It seems to me it might as well be dropped 
in the sea, so far as value is concerned. 

Mr. Hastines. The Senator evidently did not hear all of my remarks, be- 
cause I undertook to make it perfectly clear that from my point of view the 
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currency that will be in existence after the passage of this bill will have 
nothing back of it except the credit of the Government 

Mr. Fess. That is correct. 

Mr. Hastinos. I heard the distinguished Senator the other day make a speech 
upon the subject, in which he made the remark that so far as redemption in 
gold is concerned the gold held by the Treasury might be dumped into the sea. 
As I see it, I would qualify that statement to this extent. There is some value in 
the world in the gold held by the Treasury, and to the extent of that value the 
assets of the Nation are increased by the possession of that gold; but in no other 
way can it be used as an asset, and in no other way does it make any difference 
whether it be gold or any other commodity 

Mr. Fess. I think the Senator is being led into a condition of delusion there. 
Upon what were the assignats of France based? They were based upon real 
estate in the hands of the Government, the best security on earth; but what 
became of the assignats? 

Mr. Hastinos. I have assumed that if our Government cared to do so it could 
take its gold abroad and bring home—lI do not Know just what. 

Mr. Fess. Nor does anyone else know. 

Mr. HAsTINGs. But it would have the same value abroad, and in order that I 
might be conservative I have stated that the fact that there is gold in the Treas- 
ury adds some assets to the Nation’s assets. 

Mr. Fess. I cannot understand the Senator’s position that if we have any 
fund of any sort in the form of wealth it is not a redeemable element because 
the law prevents the redemption. Redemption is where the holder of the certifi- 
cate has the right to demand its redemption. He will have no such right under 
the pending bill. The Government can redeem it if it wants to do so, but if it 
finds it inconvenient to do so it will not do it. Where is the redemption? Where 
is the value in a certificate based upon bullion when that certificate cannot be 
redeemed ? 

Mr. HAstTINGs. I am not making such an argument. I certainly want to make 
my position clear. I have stated with as much emphasis as I possess that in 
my judgment when we get through with this legislation there will be nothing 
back of the circulating dollar except the credit of the Nation. 

Mr. Fess. The Senator is right. 

Mr. HAstines. We are in agreement upon that. 

Mr. Fess. The Senator is right. 

Mr. Hastings. The only difference between the Senator from Ohio and myself 
is that when he began to calculate the assets of the Nation he left out the gold 
as having any value. 

Mr. Fess. Because it is not in the exchange trade. It is taken out. 

Mr. HAstTINGs. I think we are not in disagreement. 

Mr. Fess. I do not think so either. 

Mr. HAstTINGs. I merely wanted to be very careful in my statement. 


45980 O 
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Imbalance of International Payments 


Roy F. Harrod* 


HE TERMS OF REFERENCE of this report! were to ascertain 

the causes of the imbalance of international payments from which 
the world has recently been suffering. Since ‘‘causes” include policy 
decisions, which may be criticized from various points of view, it has 
been thought better in this first approach to limit the enquiry to ascer- 
taining the changes that have in fact occurred in the pattern of inter- 
national payments. In most of the report this has been narrowed’ to the 
differences between the pattern as it existed in the period 1950-mid 1952, 
or in 1950-51, and the pattern of 1936-38. 

It must not be taken to be implied that none of the changes revealed 
would have taken place if World War II had not occurred. Nor is it im- 
plied that any of the changes that have taken place are undesirable. Fur- 
thermore, the report must not be taken necessarily to imply any pointers 
for future policy. For instance, if it appears that a particular factor has 
been responsible for a big dislocation, it does not follow that a remedy 
should be found by operating on that factor; the best remedy may lie in 
introducing offsetting forces by operating on other factors. The relevance 
of the report for policy consists only in the contribution it may make to 
a better understanding of the quantitative importance of the various 
forces that have been at work. 

It will be observed that gold plays rather a large part in the analysis 
of the changes in pattern that have occurred. The author of this report 
came to his work with no preconception on this matter. Indeed, it was 
only halfway through his work that the full significance of the changed 
position of gold was borne in upon him; from this point forward there 
was no choice but to place emphasis on gold, since there was no other 
way of describing the larger changes of pattern that have taken place. 

The report is necessarily confined to major items of change. It could 
also be used as a framework for consideration of the smaller items and 
of policy development. 


* Mr. Harrod is a Fellow of the British Academy and a University Reader 
in International Economics at Oxford. He is also Joint Editor of the Economic 
Journal and Student of Christ Church. During the war he was on the Prime 
Minister’s private statistical staff. He is the author of many publications, in- 
cluding International Economics, The Trade Cycle, Towards a Dynamic Econom- 
ics, The Life of John Maynard Keynes, and numerous papers in the Economic 
Journal, the Quarterly Journal of Economics, Economica, and other journals. 

' This report was prepared by Mr. Harrod while he was an Advisor to the Re- 
search Department of the Fund. 
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Gold 


In any investigation into the causes of an imbalance of payments, 
it is proper to give first consideration to gold, which has for centuries 
been the principal medium of international settlement. 

Under the forces of supply and demand, gold came to have a certain 
value in relation to goods, which enabled it to function smoothly as a 
medium of reserve and settlement. This value varied somewhat from time 
to time under the influence of new discoveries or the exhaustion of 
existing sources. If gold was becoming more abundant and reserves 
accumulating, the authorities felt able to have an easy credit policy; 
this would tend to make prices move upward and the goods value of an 
ounce of gold downward. Conversely, if on the whole reserves. were 
tight, a deflationary policy would prevail, prices would tend downward, 
and the goods value of an ounce of gold upward. Thus the goods value of 
an ounce of gold, and thereby the goods value of the world’s monetary 
gold stock, tended to be adjusted upward or downward so as to enable 
that monetary stock to do the work required of it. This work was to 
provide sufficient reserves, by and large, to enable the authorities to 
feel that they had enough to cover normal expected fluctuations in 
their balances. Individual countries might always get into trouble, but 
if the majority of countries felt short, then the deflationary process got 
to work and adjusted the situation. 

After World War I, the gold situation aroused anxiety. It was feared 
that the annual supply of newly mined gold would be so low as to entail 
protracted deflation. The acute deflation which followed the spring of 
1920 had caused serious unemployment and financial troubles, and the 
authorities were anxious that a strongly downward trend of prices 
should not continue indefinitely. Professor Cassel, a leading authority 
at that time, estimated on the basis of a historical survey that the mone- 
tary gold stocks ought to rise at the rate of 3 per cent per annum com- 
pound interest to maintain stable prices. Actually, in the period from 
1924 to 1929 they grew at the rate of 214 per cent per annum; at the same 
time the volume of world trade increased at 5.7 per cent (average), while 
its aggregate value increased at only 3.9 per cent.? The gold shortage did 
cause embarrassment; for instance, in 1927 the Federal Reserve System 
deliberately eased credit in the United States in order to promote a 
moderate outflow of gold to help other nations. (Its action was sub- 
sequently criticized as inappropriate to the domestic situation.) Whether 
the world gold shortage was in part responsible for the world slump of 
1929 remains an unsettled question. 


* League of Nations, Review of World Trade, 1938 (Geneva, 1939), p. 60. 














190 GOLD RESERVE ACT AMENDMENTS 





The events of 1929-33, in all other respects disastrous, had one good 
by-product. The devaluation of the dollar, the pound, and other cur- 
rencies in terms of gold, the great fall of prices even in terms of the 
devalued currencies, and the unhappy shrinkage in world trade greatly 
increased world liquidity. In 1924 the monetary gold supply constituted 
32 per cent of the annual value of the world’s export trade; in 1933 it 
constituted about 100 per cent;* gold held outside the United States 
alone constituted 60 per cent of the annual value of world trade, includ- 
ing that of the United States.‘ Furthermore, the stocks of gold in central 
banks and treasuries increased at the rate of 6.3 per cent compound in- 
terest between January 1, 1933 and December 31, 1938. The increment 
of gold supply alone was enough to finance 6.3 per cent of world trade. 

Unhappily, this easement was largely neutralized by an enormous 
flow of capital to the United States, partly in quest of the high yields 
then obtainable on U.S. stocks and partly driven across the Atlantic by 
growing political tension in Europe. This flow of capital had to be financed 
by gold, and reserves outside the United States were depleted. In 1951 
the world’s gold outside the United States would suffice to carry only 17 
per cent of the world’s annual export trade. Between the end of 1945 
and the end of 1951 the world’s monetary gold stock grew at the rate of 
only 1.1 per cent per annum. 

There were three causes of this great change, of which the first men- 
tioned was also one cause of the other two. (1) By 1950-51, the value of 
the dollar in terms of goods entering international trade had fallen to 
about four ninths of its 1937-38 value;® but the dollar price of gold re- 
mained the same. Consequently, the goods value of an ounce of gold had 
fallen to about four ninths. (2) By 1950-51 the volume of world trade had 
risen by about one third;* but gold production outside the United States 
and the U.S.S.R. had fallen from US$928 million to US$762 million. 
(By contrast, between 1936 and 1940 the production of gold rose by one 
third.) (3) An amount of gold equal to more than half the gold output in 
the period 1946-51 ($2,667 million out of $4,790 million) has gone into 
private hoards. 

In the past, gold shortage has tended to cause deflation. It has had 
no such effect recently. In the five years after World War II there were 
strong basic forces making for inflation, e. g., the need for reconstruction. 
Monetary considerations would not have been strong enough to out- 
weigh these forces, any more than they are during war itself. Further- 





’ This figure and all that follow exclude gold in the U.S.S.R. 

4 League of Nations, op. cit., and Board of Governors of Federal Reserve Sys- 
tem, Banking and Monetary Statistics (Washington, 1943). 

5 United Nations, Monthly Bulletin of Statistics, August 1952, p. xvii. 


6 Ibid. 
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more, opinion has moved strongly against extreme deflation as an ap- 
propriate remedy. It is widely held that deflation should not and, indeed, 
could not be pushed to the point of causing substantial wage reductions 
or massive unemployment. And finally, in relation to the gold supply 
deflation would be of no value in securing an adjustment unless adopted 
by the United States. The amount of gold that the various nations con- 
sider from time to time that they need to hold as a reserve against fluc- 
tuation depends on the gold value, which in this period has meant the 
dollar value, of their foreign trade. If the amount of gold available is 
fixed, gold can be brought into a better relation to the requirements 
for it only by a reduction in the gold value of trade. If the dollar price 
of gold is fixed, a reduction in the gold value of trade will occur only if 
the dollar value of trade is reduced; that is, if the goods value of the 
dollar is appreciated. This would mean deflation in the United States 
itself. Deflations elsewhere would serve only to alter the values of local 
currencies. To reduce the dollar value of world trade to anything like 
its prewar level would require a large reduction of U.S. wages. This may 
be ruled out as not only quite impracticable, but also undesirable. Con- 
sequently, it may be affirmed that a readjustment of the value of gold 
stocks and accessions to requirements for them will not take place by 
the traditional route of deflation. 

But the matter does not rest there. Ruling out one mode of adjust- 
ment does not solve the problem. Each nation, finding itself short of 
reserves, bethinks itself of an alternative remedy, and finds it in direct 
import restriction. But while the evils of deflation were grave and there 
is no case for returning to it, it did at least solve the problem of inade- 
quate reserves; by reducing the value of trade as expressed in gold it 
restored liquidity. Import restriction, on the other hand, although it may 
temporarily ease the problem of a particular nation and indeed be neces- 
sary for it, has no tendency to solve the general problem. In this con- 
nection it is entirely beggar-my-neighbor. The total amount of gold being 
fixed and annual accessions of trifling quantity, what one nation gains 
by way of replenishment to its reserve, some other loses. It might be 
argued that if all the nations other than the United States were to push 
their restrictions so far as to induce an outward flow of gold from the 
United States, that would be a genuine easement. But to restore their 
reserves to their prewar relation to trade, they would have to get all 
the gold out of Fort Knox, and long before that happened the United 
States would feel herself short. The plain fact of the matter is that, 
at the present valuation of gold in terms of goods, not all the gold in the 
world (including that in Fort Knox) is sufficient to provide nations 
with adequate reserves. 

The dollar imbalance is such a prominent evil, and attracts so much 
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attention, that this more fundamental cause of trouble is likely to be 
overlooked. Many restrictions are due to the dollar shortage, but by 
no means all. It may safely be said that when the dollar imbalance is 
remedied the other evil will remain, unless a specific cure is found, and 
will continue to give rise to restrictionism. 

Suggestions have been made in the past for supplementing an insuffi- 
cient supply of gold by some gold substitute. One such was the bancor 
proposed in the British Treasury plan (1943). This plan for bancor con- 
tains the following proposal: “Subsequently, after the elapse of the 
transitional period, quotas should be revised annually in accordance 
with the running average of each country’s actual volume of trade in 
the three preceding years, rising to a five year average when figures for 
five postwar years are available.’”’ Another proposal was that of the 
Genoa Conference (1922), that central banks should hold the gold 
convertible currencies of other nations in lieu of gold. The dollar would 
be a thoroughly acceptable currency for this purpose, but in present 
conditions it is as hard to obtain as the gold in Fort Knox. It was partly 
in consequence of the views propounded at Genoa that sterling came 
to be widely held as an alternative reserve; the holding of sterling has 
been adventitiously increased in consequence of the British methods of 
financing trade during World War II. Although sterling held outside 
the sterling area is not gold convertible, it has been playing a useful 
part as a means of international settlement in lieu of gold. The Bank of 
England report for 1951 states that £463 million was transferred during 
the course of the year to finance trade both parties to which were outside 
the sterling and doilar countries; this may be as much 4s about 6 per cent 
of the total of such trade. EPU units of account also represent an attempt 
to fill the lacuna caused by the lack of an adequate gold supply. i 

While these ad hoc expedients may serve a useful purpose for the time 
being, there is no doubt that in due course it will be desirable to devise 
a radical cure for the gold shortage. 

The changed relation of the value of newly mined gold to the value 
of world trade has also played a part of first rate importance in relation 
to the dollar imbalance, which will be discussed in the next section. 


The Dollar 


Of all the particular imbalances in the international payments pattern, 
that between the dollar and other currencies is the greatest. Unfortu- 
nately, it is extremely difficult to measure the amount of imbalance exist- 
ing. Over and above the realized deficit, the continued existence of 
which has been made possible only through the provision of generous 
aid by the United States, there is, so to speak, a latent deficit consisting 
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of the value of all the goods and services which the citizens of various 
countries would wish to buy from the United States at their existing 
prices, if only they were not prevented by discriminatory import restric- 
tions from doing so. There is, however, an offsetting factor. It is probable 
that the aid so generously provided by the United States has led to the 
purchase of a certain number of goods from the United States, which 
would not have been purchased in the ordinary course of commerce even 
in the absence of import restrictions. This aid, in one form or another, 
grant or credit, has amounted to about $5 billion per annum since the war. 
Even if only one fifth of this was spent on dollar goods that would not 
have been purchased in the absence of such aid, this would make an 
important difference to the size of the realized deficit. We are thus in 
ignorance of two important quantities, namely, the value of the dollar 
goods that would have been purchased had there been no discriminatory 
restrictions, and the value of the dollar goods that were purchased owing 
to aid granted but that would not have been purchased in the ordinary 
course of commerce. Ignorance of these two important quantities should 
lead to a suspension of judgment. It means that we cannot know in 
advance what measures would be adequate to rectify the situation and 
must proceed somewhat cautiously by trial and error. 

There is a difficulty also in regard to the visible deficit. This was 
exceedingly heavy in the years from 1945 to 1949. In 1950 there was a 
spectacular improvement, followed by a relapse, but not to the previous 
position. The year 1950 was favorable to the rest of the world, partly 
because the United States was building inventories after the recession of 
1949 and partly because the outbreak of the Korean war led to heavy 
U.S. purchasing abroad. This same purchasing and other events con- 
nected with the Korean war set off inflationary tendencies, which were 
inadequately controlled in certain countries, and led to heavy purchasing 
from the United States in 1951. It may be held that these conflicting 
tendencies to some extent offset one another, and that the average of 
the two years may be taken as a fair indication of the dimensions of our 
problem. The earlier years were affected by the fact that the productive 
capacity of the rest of the world had not recovered from the dislocations 
of war and that inflationary pressures were much stronger than they have 
been more recently. Thus we may have some measure of confidence that 
there will not be a relapse into the bad deficits prior to 1950, but at 
the same time we can only accept the figures for 1950 to mid-1952 with 
caution. 

These figures suggest that, as a rough approximation, the imbalance 
may be thought of as a problem of $2 billion (see Table 1, columns 2 
and 4). Such a figure has little meaning considered by itself. It is therefore 
desirable to consider the U.S. trade figures against the background of 
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U.S. and world production indices. U. 8. production has soared greatly 
by comparison with the rest of the world (Table 2). While the increase 
in U.S. productivity is a notable example to the world, it is important 
not to let exaggeratéd ideas of the rate of increase suggest that it must 
lead to recurrent crises of imbalance and the need for successive drastic 
devaluations. The increase of total U. S. production between 1937-38 


TaBie 1. U.S. Bavance or Payments! 


(In millions of U. 8. dollars) 


~~ Net Outflow 








Balance on of Private 
Visible Trade Goods and Long-Term Balance (Col, 2 
Year Balance Services Capital + Col, 3) 
=a is = J area (3) (4) 
1948 . §,524 6,021 
1949 yoy Same 5,271 5,849 
1950 Seer 1,237 
| eS RO ee ae 2,356 3,232 
1952 (first half, annual rate). 2,962 3,370 
1950-first half of 1952 (annual 
average).... 1,840 2,462 —851 1,611 


1 In this table and in all subsequent presentations, items flowing under military 
aid are excluded. The amounts shown under military aid have recently been run- 
ning close to the ‘‘special category”’ items which the U. S. Department of Com- 
merce does not show by country of destination for security reasons. (In Table 3, 
below, special category items, instead of military aid items, are excluded, to ob- 
tain comparability with other figures in that table.) It may be assumed that, as 
long as world conditions remain as they are, these exports will be financed by 
special methods. It would be misleading to include them in an assessment of the 
economic disequilibrium. They averaged $1,225 million a year in the two and a 
half years, 1950-first half of 1952. 

Private donations are included in the balance on goods and services. Although 
not the payment for a service, it seems sensible to include them, since for several 
decades they have shown little change from year to year. This is a reversion to 
the older practice of the Department of Commerce, which used to include them 
in the current account. 

‘“‘Exports’’, as defined by the Department of Commerce, include the value of 
gold transferred from U. §. mines to Fort Knox. Although this appears to be an 
intrusive item, it has not been thought necessary to exelude it. 


and 1951 has been due in greater part to the increase of numbers em- 
ployed than to the increase of output per man; the former is not likely 
to be repeated and the latter should be capable of being looked after by 
upward adjustments of U. S. wages from time to time. 

The figures in Table 2 are volume figures, except for the last line, en- 
titled the “level” of U. S. imports. A very important feature in the whole 
situation has been the deterioration in the U.S. terms of trade. This has 
caused her surplus on trade account to be considerably less than it would 
otherwise have been. The “‘level’’ of imports is designed to show this; 
to obtain it, the volume of imports has been multiplied by a coefficient 
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TaBLE2. Inpices oF INDUSTRIAL PRODUCTION AND U.S. Exports ANbD Imports, 
1948-51 


(1937-38 = 100) 


1948 1949 1950 1951 
U.S. industrial production! 190 175 198 219 
World industrial production, ex- 
cluding U.S. and U.S.S.R... 96.1 107 .7 122.2 135.6 
Volume of U.S. exports.. 200 204 1692 207? 
Volume of U.S. imports 124 124 149 146 
‘‘Level’”’ of U.S. imports*® , . 144 145 196 212 


1 Since agricultural exports are important, the following combined index 


(1937-38 = 100) of U.S. industrial and agricultural production is of interest: 


Year Index Year Index 
1948 170 1950 171 
1949 162 1951 189 


This is an arithmetic average of (1) an index weighting industry and agricul- 
ture according to the numbers employed in 1936-38 and (2) an index weighting 
industry and agriculture according to the numbers employed in 1950-51. 

The increase in agricultural production in the outside world appears to have 
been about 15 per cent. 

2 Excluding ‘‘special category”’ items. 

3’ For description of this item, see text. 


’ 


representing the quantity of U.S. exports required to buy one unit of 
imports (1937-38 = 1). Tables 2 and 3 show that, contrary to general 
belief, the value of U.S. imports had by 1950-51 risen fractionally more 
than the value of her exports. The volume of her exports expanded more 
than the volume of her imports, but her worsened terms of trade offset 
this. 

It will be noticed that the volume of U.S. exports expanded roughly 
in line with her produetion, while the volume of imports accorded more 
with world production. At. first sight it would seem that each area had 


TaBLeE 3. U.S. BALANCE oF TRADE, BY REGIONS! 


Exports Imports Balance of Trade 


1950-51  1950-S1 1936-38 1950-51 Balance of Trade as 
annual annual annual annual Per Cent of Exports? 
Regions average average average average 1936-38 1950-51 

(1936-38 = 100) (million dollars) 
World.. 403 422 480 1,624 16.7 14.1 
Canada... 498 609 108 174 23.5 7.6 
Latin America ide CR 574 — 28 —18 —5.1 —0.5 
Non-America 304 285 400 1,468 20.4 24.6 
All OEEC countries 293 260 520 1,723 46.1 §2.1 
United Kingdom. 142 231 326 306 65.1 43.1 


1 See Table 1, footnote 1. , 
2 The minus figures indicate a negative trade balance. 





196 GOLD RESERVE ACT AMENDMENTS 


sent forth exports in proportion to its ability to produce generally. Yet 
the United States was able to buy all she needed, while the rest of the 
world had to restrict purchases. Such views have to be seriously modified 
when we proceed to the broad regional pattern. Volume figures by 
regions are not available. It has already been stated that between 
1937-38 and 1950-51 world trade expanded by about one third in 
volume, while the dollar prices of world traded goods rose about 244 
times, so that the dollar value of world trade rose approximately 3 times. 

While global U.S. trade expanded more than in proportion to world 
trade (and world production), this was due entirely to a great growth of 
trade within the Western Hemisphere, which seems to have drawn 
closer together in this period. Despite all the aid given, U.S. exports to 
non-America (including, of course, the goods sent gratis’) did not expand 
more in value than world exports generally. 

It is next necessary, for understanding, to compare the U.S. postwar 
balance with those in earlier periods. As shown in Table 4, the visible 
surplus of exports in the 1950-52 period is similar percentagewise to the 


TaBLeE 4. U.S. BALANCE oF PAYMENTS ON Goops AND SERVICES 


Balance on 

Goods and 

Balance on Trade Balance Services as 

Goods and as Per Cent Per Cent 
Period Trade Balance Services of Exports of Exports 
million dollars) _ a tk a 

1924-29. 819 769 16.2 15.2 
1933-38 338 267 13.0 10.2 
1936-38 480 378 16.7 13.5 


1950-first half of 1952...... 1,840 2,462 14.7 19.6 


surplus in earlier periods. There was, however, a sizable change on the 
side of “‘services’’, which were on balance negative in the prewar period 
and subsequently positive (Table 5). Transportation constitutes the 
largest item of change; U.S. receipts on transportation account were, 
however, particularly great in 1951, and it is thought that this figure 
will not be repeated. 

Why a surplus which was not, percentagewise, so much greater than those 
accruing in earlier periods has caused so much more embarrassment, 
clearly calls for explanation. It is true that, expressed in dollars, the sur- 
plus was very much larger, but so are all other magnitudes in the pattern 
of world trade. 

During the twenties the surplus was wholly covered by the investment 
of U.S. capital abroad. This would seem to have been a healthy pattern 


7 Except ‘‘special category”’ items. 
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for a rich and expanding country. It is true that some of the investments 
then made were ill-advised, but this was not surprising, considering that 
the United States was making her first experiments in foreign invest- 
ment on a large scale. It was confidently expected that she would in 
due course develop sounder methods. Unfortunately, since that time 
conditions in the outside world have sadly deteriorated. The world slump, 
political insecurity, World War II, even greater political insecurity 
thereafter, have not offered an attractive field for foreign investment. 
In the thirties the U.S. surplus was paid for by a flow of gold to that 
country. It is important to emphasize that not merely was the surplus 
paid for in gold, but it was paid for in gold four times over. The average 
annual surplus from 1933 through 1938 was $267 million; the average 
annual flow of gold to the United States during the same period was 
$1,140 million. This was due to a flow of capital to the United States, 
which, while justified and reasonable from the point of view of the in- 
dividuals responsible for it, may be regarded as “‘perverse”’ from the point 


TaBLe 5. CHANGEIN U.S. BALANCE OF PAYMENTS ON SERVICES 


Balance on Services as Per Cent of 


Difference 

Cae pa th (Col. 2 minus 

1936-38 1950-51 Col. 1) 
; (1) (2) (3) 

Transportation —2.7 +2.8 +5.5 
Travel.... —6.1 —2.7 +3.4 
Interest, etc. YS +10.4 +12.1 +1.7 
Private donations......... eit —5.4 —3.7 +1.7 
Other ot +0.6 —2.9 —3.5 
All services —3.2 +5.6 +8.8 


1 The minus figures indicate a negative services balance, and the plus figures, 
a positive balance. 

The balance might alternatively be considered as a percentage of imports or 
of the mean of exports and imports. In this case, the alternative methods would 
yield approximately the same figures, since exports rose to 403 per cent of the 
1936-38 average, and imports to 422. See Table 3. 


of view of a balanced world. This large flow of gold imposed a strain on 
other countries and caused their reserves in total to fall, on the average, 
by $151 million per annum. Had they had to pay in gold for only the 
actual U.S. surplus on goods and services, they could have done this 
and still had their own collective reserves rise at the comfortable rate of 
3.4 per cent per annum compound interest. They could clearly have 
paid for a considerably larger U.S. surplus and still remained reasonably 
comfortable. 

It is desirable to consider what the pattern of international payments 
would have been in 1950-52 had the large change between the value of 
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new gold accessions and the gold value of world trade not occurred. Since 
the accessions in the late thirties included some gold from hoards, it is 
fairer to take production figures for these years, in order to make a 
comparison. In 1936-38 gold production outside the United States and 
the U.S.S.R. was $892.3 million (annual average). Suppose that this had 
increased by 1950-51, in line with world production and trade generally, 
by one third, viz., to $1,189.7 million. That this is not a fanciful hypothe- 
sis is indicated by the fact that by 1940 production had already increased 
to $1,094 million, and that important new gold discoveries have since 
been made. From this total subtract 5 per cent, which is the Bank for 
International Settlements’ estimate of absorption by the industrial arts.* 
The remainder is $1,130.2 million. Finally, assume that the dollar price 
was raised 214 times, viz., in line with the rise in the dollar prices of 
goods entering international trade.? This would give an annual value of 
$2,549.9 million for new gold production outside the United States and 
the U.S.S.R. available for monetary use.!° This may be compared with 
the actual annual U.S. surplus on goods and services account, from 
1950 through the first half of 1952, of $2,462 million. It appears that, if 
new gold supplies had borne their prewar relation to the value of world 
trade, the rest of the world would have been able to pay for its deficit in 
1950-52 without aid;" but the position would have been unsatisfactory 
and indeed somewhat strained, as the rest of the world would not have 
been able to add to its reserves. But if the outflow from the United States 
of private long-term capital of $851 million per annum is brought into 
the reckoning, the rest of the world could, as well as paying its deficit 
with the United States out of its own resources, have added to its gold 
reserves and/or reduced restrictions on dollar imports. 

It should be emphasized that the foregoing paragraph implies no 
value judgment. It is a mere historical accident that, for some time, 
the United States has produced a smaller proportion, and the rest of 
the world a larger proportion, of the medium which has for centuries 
been used as money. There is no moral obligation upon the United States 
to add more than she wishes to her gold reserves. We are concerned solely 
with the fact that there has been a change of great magnitude involving 
a disturbance in the prewar pattern and the need for adjustment. Other 
disturbances have also occurred, of which the worsening in the US. 


ee Annual Report, p. 41, and Eighth Annual Report, p. 43 (Basle, 1937 
and 1938). 

* It is fair to add that the unit value of U.S. exports had not quite doubled. 
This disparity between the unit value of U.S. exports and the unit value (dollars) 
of world exports reflects the worsening of the U.S. terms of trade which has al- 
ready been noted and brought into the reckoning. 

10 If the price of gold were only doubled, this figure would be $2,260.4 million. 

't Apart from military aid items. 
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terms of trade has already been cited. There have been various shifts in 
the supply and demand for various particular categories of goods—such 
as grain and industrial equipment. It may safely be said that none of the 
shifts in individual categories of commodity trade (which are shown in 
Table D, Col. 4, page 40) are of comparable order of importance to 
the change in the gold situation. Its effects therefore should be observed 
carefully. The rest of the world will have to find acceptable goods to 
send to the United States in lieu of gold, or, alternatively, to buy cor- 
respondingly less from the United States. 

It could be argued that the United States, by increasing her importa- 
tion of other commodities (or the prices she has paid for them), has in 
fact made good the loss to the world resulting from the diminished flow 
of gold to her. But it has already been noted that this increase lay wholly 
in her imports from the Western Hemisphere. The dollar value of U.S. 
imports from non-America increased slightly less than in proportion to 
the growth of world production and trade. Thus non-America has not 
had an increased flow of dollars (other than by aid) which could fill 
the gap in the means of settling with the United States created by the 
great shrinkage of gold. The possibility of non-America capturing some 
of the additional U.S. dollars made available to Canada and Latin 
America by increased U.S. importation is discussed below. 

Both before and since World War II, the deficit of the OEEC countries 
in trade with the United States was greater than that of the whole world 
including OEEC Europe (see Table 3). This was partly offset by contra 
items on services account (Table 6). It follows that if, owing to the 
shrinkage, to a trifling quantity, of the supply of newly mined gold avail- 
able as money, the rest of the world will have to learn to live in balance 
with the United States (instead of having a running deficit of the order 
of 15 per cent), the main burden of adjustment must fall on OEEC 
Europe. Before the war OEEC Europe, by having surpluses with gold- 
producing countries or by obtaining gold in multilateral exchange, was 
able to pay her heavy direct deficit to the United States in gold. This was 
a natural pattern, since Europe has a number of requirements she can 
best meet in the United States, while her manufactured products are 
more suitable for sale in third party markets. This makes the adjustment 
now required more difficult. If the deficit of the world with the United 
States had been fairly evenly distributed among the various regions, 
being about 15 per cent everywhere, no doubt its elimination would 
have presented a difficult problem, especially at a time when the world 
has become much more dependent on certain U.S. supplies and desirous 
of others; but it is much more difficult for a particular region (Europe) 
to eliminate a deficit as large as about 40 per cent. One has to cut more 
deeply into the established pattern of interchange. 
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It should be noted that the U.K. development differs somewhat from 
that of Europe as a whole. The rather poor showing of her exports to the 
United States in 1950-51 (see Table 3) was due partly to a real loss of 
entrepét exports and partly to a mere statistical change by which the 
U.S. Department of Commerce, from whose returns all these figures 
are derived, altered its method of classification; in 1936, and to some 
extent also in 1937 and 1938, it showed as coming from the United King- 
dom goods whose actual origin was elsewhere, while in 1950-51 they are 
shown by their countries of origin. This means that the true U.K. deficit 
on visible trade account in respect of her own products was, in 1936-38, 
substantially greater than 65.1 per cent, and that makes her present 
problem of adjustment correspondingly more difficult. 

The very small rise in the value of U.K. imports from the United 
States, which represents a large curtailment in the volume of those im- 
ports, was due to austerity and import restriction. As her initial per- 
centagewise bilateral deficit with the United States was larger than that 
of continental Europe, it was needful for her to make more strenuous 
efforts to:move toward bilateral balance. 

When services are taken into account the distribution of the U.S. 
surplus is seen to be modified somewhat. Information is lacking for a 
regional subdivision of the prewar services balance. Data are, however, 
available for the OEEC countries in 1937. The subsequent reduction of 
Europe’s favorable balance on services account expressed as a percentage 
is seen to have some importance as an aggravating factor. 

Table 6 indicates that Canada and the Latin American group of 


Tape 6. U.S. BaLtance or PayMENTs ON Goops AND SERVICES, 
BY Recrons, 1950-51 
Sate hel it liek fies autos wal Balances as Percentages of U.S. 
Exports to Area” 





Trade Services Goods and 
Regions Balance! Balance Trade! Services Services 
(million dollars) 
All OEEC countries +1,775 —441 51.6 —12.8 38.8 
Canada....... +222 +364 9.5 15.5 25.0 
Latin America....... —83 +718 —2.7 22.2 19.6 
0.9 4.8 —6.1 


Rest of world......... —341 +150 —1 


1 Excluding military ders 3A ah ek =e 
2 The minus figures indicate a negative balance. 


countries as a whole, as well as Europe, have had dollar imbalances of 
substantial proportions, after “services” have been brought into the 
reckoning. However, the greater part of the outflow of U.S. private 
capital (see Table 1, col. 3) went to Canada and Latin America. The flow 
to regions beyond the Western Hemisphere was not of sizable amount. 
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The movement of capital is too variable for a tabulation covering only 
two years to be meaningful. It may be noted that the flow of private 
capital from the United States of Canada in 1950-51 was equal to 23 per 
cent of U.S. exports to Canada and so almost completely offset the U.S. 
surplus (25 per cent) on goods and services account. Thus whether 
Canada proves to have a chronic imbalance against the U.S. dollar will 
depend on her power to attract a regular flow of capital of this order of 
magnitude. 

The capital flowing to the Latin American group of countries as a whole 
was smaller in these years, and there was a sizable over-all deficit. The 
problems, however, of this group are markedly different from that of 
the European group. It has been seen (Table 3) that in 1950-51 the dollar 
earnings on trade account of the Latin American group were 574 per 
cent of the 1936-38 average, while those of the European group were 
only 260 per cent. Moreover, the Latin American group had a much 
better bilateral balance than Europe had with the United States before 
the war. While it may be natural and proper for the Latin American 
countries to have greatly increased requirements for imports from the 
United States on account of their capital and general expansion, a 
moderate curtailment of imports which have risen (in dollar value) 
nearly six times should not be excessively difficult. It may well be that 
the true recipe for the imbalance of the Latin American group as a whole 
lies in the curbing of inflationary tendencies in certain of its members. 
For the most part, the European problem is of quite a different nature. 

Before proceeding to a more detailed scrutiny of the imbalance re- 
vealed in Tables 1-7, it may be well to make an observation on the effect 
of inflation upon external balances. If the aggregate purchasing power 
released within a nation exceeds its supply potential, not only will there 
be a tendency for internal prices to rise, or—to the extent that these are 


TABLE 7. U.S. BALANCE oF PAYMENTS ON GoopDs AND SERVICES WITH OEEC 
CouUNTRIES AND Rest oF Wor.LpD 


Balances as Percentages of U. S. 
- Exports to Areat 
Trade Services : Goods and 
Balance Balance Trade Services Services 
(million dollars) 





OEEC countries 


1937 aig : +505 — 228 40.1 —18.1 22.0 

1950-51 +1,775? —441 51.6 —12.8 38.8 
Rest of world 

1937 a +79 +243 3.9 12.0 15.9 


1950-51 barter — 202 +1,232 —2.3 14.3 12.0 


1 The minus figures indicate a negative balance. 
? Excluding military aid. 
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subjected to control—for waiting lists and bottlenecks to develop, but 
also there may be a tendency toward excess spending on external ac- 
count. The external deficit is then a symptom of aggregate internal 
over-spending. There is no doubt that internal inflations, which were 
widespread after the war, tended to cause external deficits; to the extent 
that these inflations were stronger in countries outside the United States 
than in the United States, there is a ready explanation of the deficit of 
the rest of the world with the United States. It is probable that in the 
late forties, when the aggregate world deficit with the United States 
was running between $5 billion and $10 billion, inflations in other coun- 
tries could be reckoned as the principal cause of the imbalance. 

In the fifties, inflations in most parts of the world have abated con- 
siderably, although the events following the Korean outbreak caused 
some revival of them in certain countries. It may be that some part, of 
the dollar imbalance that has remained has been due to local inflations; 
continuing vigilance is certainly necessary. But it cannot be argued that 
because there is external imbalance there must be internal inflation, 
except by some fanciful definition of inflation, which would involve 
arguing in a circle. Without in the least derogating from the importance 
of inflation as a persistent cause of imbalance in the postwar years, 
it may be advisable now to concentrate attention on a quite different 
cause that has operated to create a major European dollar imbalance, 
namely, the shrinkage in the value of newly mined gold—to which the 
shrinkage of invisible income from the United States must be added as 
a minor cause. Even if Europe had not suffered from any internal infla- 
tions, she would still have been under the necessity of finding a new 
method for paying for some 35 per cent of her normal imports from the 
United States—or, alternatively, of dispensing with all or part of them. 
It is clear that such a change-over cannot be effected without great 
strain and dislocation. The need for making it has no connection with 
internal inflations and will continue to exist when they have been com- 
pletely removed. It may be regarded as the hard core of the dollar 
problem. And it is probable that it constitutes the main part of the dollar 
problem as it now presents itself. 


Europe’s Dollar Problem 


There are three ways in which Europe can redress her U. S. dollar 
position; namely, (1) an increase of exports of goods and services to the 
United States, (2) a decrease of imports of goods and services from the 
United States, and (3) a capture of dollars in third party markets, in 
lieu of the gold formerly won there. In a world of fully multilateral trad- 
ing relations, the third method would be expected to make the largest 
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contribution. The third party markets can provide U.S. dollars to 
Europe either through a rise of their sales to the United States or through 
the substitution of European exports for U.S. exports to those markets. 
Each of these must be considered in turn. 

Europe has made considerable and, to some extent, successful efforts 
to expand direct sales to the United States. It is in the sphere of finished 
manufactures principally that one could hope for an expansion of exports 
by an organized “export drive” or currency devaluation, other categories 
of goods depending more on the level of U.S. production and national 
income. The achievement of OEEC countries in 1950-51 is shown by 
the data in Table 8. Although these index numbers are subject to a 


TaBLe 8. Inpices or Exports oF FINIsHED MANUFACTURES TO THE UNITED 
States, 1950-51 Averace! 


(1936-38 = 100) 


Exporting Group Quantum Unit Value Total Value of Sales 
World 140 253 355 
All OEEC countries....... 187 171 321 
United Kingdom... 165 191 319 
Belgium 33 144 275 394 


1 These figures exclude such items as wood pulp, newsprint, and sacking. Each 
figure is the arithmetic average of the two figures for 1950 and 1951. 

Source: Federal Reserve Bank of New York, Pattern of United States Import 
Trade Since 1923; Some New Index Series and Their Application (New York, 1952). 


margin of error, it can hardly be great enough to invalidate the broad 
relations displayed. The quantum figure is clearly satisfactory; an 87 
per cent expansion may be reckoned as large. But the total value figure 
is-less satisfactory; the OKEC countries kept their dollar prices down in 
these years. (It is interesting to compare the unit value index of 171 
with the unit value index—189—of U.S. exports of finished manufac- 
tures in the same period.) The total dollar proceeds of these European 
sales to the United States rose less than those of other countries because 
the prices of European goods rose less. The Belgian data in Table 8, how- 
ever, show a somewhat different pattern. 

Table 8 may be interpreted in une of two ways, each of which has an 
unsatisfactory moral. On the one hand, it may be that the OEEC group 
has made a mistake in policy in charging such low prices (a process 
which the devaluations of 1949 assisted), and would have gained more in 
total dollar receipts if it had sustained its selling prices at a higher level. 
This, if true, would be unsatisfactory, as all efforts in Europe are now 
addressed to paring down export prices by higher efficiency of output, and 


12 Based on data from The Midyear Economic Report to the President, July 1952 
(Washington, 1952). 
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it will be unfortunate if these efforts merely lead to a loss of total dollar 
receipts. On the other hand, it may be that the OEEC group has been 
quite right in keeping prices down, and that it would have lost its 
markets in the United States rapidly, had it failed to do so. But this is 
also unsatisfactory. For what it must mean, taken in relation to Table 8, 
is that the kind of manufactures which the OEEC countries are able to 
furnish to the United States, and which may consist largely of articles 
that differ from other U. 8. imports of finished manufactures, find less 
easy access or sale in the United States than the manufactures drawn 
from other countries. Further consideration of this point would require 
an analysis article by article 

Total OEEC exports to the United States have risen less since 1936-38 
(160 per cent) than exports of finished manufactures (221 per cent). 
Exports of crude foodstuffs fell 23.2 per cent in volume, materials rose 
only 19.3 per cent, manufactured foodstuffs fell 11 per cent, while 
beverages rose 55 per cent. 

It is in place here to consider the more general question of the ex- 
pansibility of U.S. imports. The Federal Reserve Bank of New York has 
made an analysis of the elasticity of demand for imports in the United 
States.’ While its methods and conclusions will no doubt be criticized 
from various points of view, its broad conclusion will probably be ac- 
cepted; namely, that all categories other than finished manufactures 
depend more on the level of production and national income in the 
United States than on their relative prices. On the other hand, for finished 
manufactures the report finds responsiveness to price. Thus, while the 
rest of the world may expect an upward trend of total U. 8S. imports—and 
the findings of the President’s Materials Policy Commission" suggest an 
acceleration in the more remote future—it is only in the sphere of finished 
manufactures that it would be possible to obtain a quick expansion by 
such methods as price competition. 

The Reserve Bank study gives various figures for the ‘‘price elasticity” 
of U. S. demand for finished manufactures from the OEEC countries, 
of which 2.5 may be chosen as representative. It may well be that this is 
too optimistic since it depends on observations in the depression years; 
no such responsiveness was found in the twenties. If the figure of 2.5 
is applied to OEEC exports of finished manufactures to the United 
States in 1950-51 ($641 million per annum), and if a reduction of 30 per 
cent in the average of prices charged is assumed, the value of U. 8. 
imports of these goods from Europe would rise by only $144 million." 

18 The Pattern of United States Import Trade Since 19238; Some New Index Series 
and Their Application (New York, 1952). 

14 Resources for Freedom: Vol. I, Foundations for Growth and Security (Wash- 


ington, 1952). ; 
15 Let 1 stand for unit values before the price concession and 0.7 for unit values 





GOLD RESERVE ACT AMENDMENTS 205 


This increase, based on two extremely optimistic assumptions, would 
still not make an important contribution to closing the European dollar 
gap. It is probably not legitimate to apply the Reserve Bank’s elasticity 
coefficient to U. 8. imports of manufactures from all quarters ($1,195 
million per annum). Even if this could be done, it would still yield an 
increase in U. 8. imports of only $269 million. 

Although these calculations are highly precarious in detail, the broad 
inference is safe; namely, that the contribution to closing the $2 billion 
gap that can be achieved by foreign exporters’ stimulating sales to the 
U.S. market by price concessions, including devaluations, is small. 

It does not follow that these figures show the limit of the possibility 
of increased sales to the U. S. market. If sales could be increased by 
methods other than price concessions, or by methods in which price 
concessions played only a minor role—e.g., by more diligent study of the 
needs of the U. S. market, the offer of more prompt delivery, and better 
servicing—larger increases of proceeds might be possible. 

Finally, a word should be said about the U. S. tariff. Given the elas- 
ticity of demand, a larger rectification of the balance could be gained by 
a given percentage average reduction of the tariff than by an equal 
percentage devaluation by all other countries. Assuming once again the 
Reserve Bank’s coefficient of 2.5, an average tariff cut of 10 per cent of 
the value of finished manufactures would increase U. S. imports of 
those manufactures by double the amount that would result from an 
effective devaluation of 10 per cent by all other countries. 

The upshot of these considerations is that the $2 billion gap is not likely 
to be greatly reduced in the near future by an increase of U. 8. imports. 
Over a longer term, prospects are more hopeful, owing to the prospective 
rise of U. S. production and gross national income. Consequently, if 
the dollar gap is to be closed in the near future, it will mean a large cur- 
tailment of U. 8. exports. For Europe this will mean either a curtail- 
ment of direct imports from the United States or a displacement of U.S. 
exports by equivalent European commodities, as a result of keen compe- 
tition in third party markets. 

The figures for European imports (Table 9) show, on the whole, that 
continental Europe has used aid for what it was intended. The great 
increases since 1938 in imports of electrical and industrial machinery 
and chemicals are examples. These figures suggest that when programs of 
industrial expansion fostered by U. S. aid come to an end, the European 
deficit will fall substantially. On the other hand, the notable increases in 
imports of agricultural products by continental Europe were due to a 








after the 30 per cent concession; if demand elasticity is 2.5, the volume of sales 
will rise from 1 to 1.75. The sales proceeds in the new situation will be 1.75 X 0.7, 
or 1.225 times the previous proceeds, an increase of 22.5 per cent. 
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TABLE9. EvuRopEAN IMPORTS FROM THE UNITED STATES, 1950-51 AVERAGE 





Indices (1938 = 100) 


OEEC France, Ger- 
countries many, Italy, 
United excluding Belgium, All OEEC 
Total Value Kingdom U.K. Luxembourg countries 
(million dollars) 
Food 756.1 116 452 600 281 
Machinery and vehicles 620.5 123 437 600 333 
Electrical and indus 
dustrial machinery 395.5 143 981 1,144 541 
Cotton 567 .0 243 587 560 469 
Tobacco 231.1 103 552 72% 174 
Chemicals 173.4 277 529 470 633 
Coal 143.6 —} al -—! —l 
Petroleum 127.0 116 59 104 75 
Textile manufactures 97.7 107 640 490 440 
Iron and steel mill pro- 
ducts 89.7 69 321 262 235 
Vegetable oils and oil- 
seeds, inedible 84.6 1 —1 —! —! 


1 Prewar imports were negligible 


shift in the balance of world supplies, which will be discussed later. Coal 
imports should end. 

The much stricter curtailment of imports practiced by the United 
Kingdom in contrast to continental Europe is shown clearly by Table 9. 
It is worth observing that, if the OEEC group as a whole had followed the 
U.K. policy and not allowed its prewar dollar imports to rise by more 
than 42 per cent, its dollar imports in 1950-51 would have been $1,704 
million per annum less than they were in fact, and there would have been 
no realized dollar deficit on account of the OEEC group. This is not 
intended to imply that the continental countries ought to have done 
this. 

The question of the “latent” dollar deficit has been raised earlier (see 
pp. 5-6). On the one side, there are the goods that would be imported 
from the United States in the absence of restrictions; on the other, there 
are those imports from the United States which have been stimulated 
by U.S. aid and would not have flowed under ordinary commercial 
motives. The figures suggest that the United Kingdom has a “latent’”’ 
deficit. With continental Europe it may be the other way round. Imports 
of machinery, etc., may have been stimulated beyond normal by the 
European Recovery Program; the large increase in the imports of textile 
manufactures into continental Europe, although not quantitatively 
very important, may be taken as a pointer. It is hard to believe that, if 
the authorities were denying their citizens many urgently needed dollar 
goods by import restrictions, they would have allowed so large an in- 
crease of dollar textile manufactures. 
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While restriction is the method available for quick action to curtail 
U.S. imports, an alternative method at longer term is to stimulate the 
production in third party countries of commodities now imported from 
the United States. If Europe is to become dollar solvent in the near 
future, she will either have to curtail greatly her direct dollar imports, 
by comparison with 1950-51, or capture dollars by displacing U. S. 
exports from third party markets. It has already been indicated that 
it is not likely that additional dollars will be available in sufficient quan- 
tities by an increase of third party sales to the United States, although 
this may be the ultimate solution over a longish term of years. Conse- 
quently, if sufficient dollars are to be captured in third party markets 
at an early date, it must be principally by a displacement of U. S. 
exports. It is important to emphasize this point, because the achieve- 
ment of equilibrium is sometimes represented in a rather different light. 
Mr. A. Maffry, for instance, writes in an authoritative article’® with 
reference to the advantages of the restoration of international equilib- 
rium, including the dismantling of restrictions and the convertibility of 
currencies, “for the United States it would mean lifting the burden of 
various forms of assistance to foreign countries and giving much greater 
freedom to American exporters in seeking foreign markets.’’ The former 
point is of course correct. But the latter suggests that there would be an 
vasement and a possibility of expansion for U.S. exporters. The reverse 
is the case unless equilibrium is achieved wholly by an increase of U.S. 
imports. It is quite true that when equilibrium was achieved, there would 
be no need for restrictions and inconvertibilities. But the essence of the 
equilibrium is that Europe should have balanced her accounts, and that 
means—apart again from a sufficient increase of U. S. imports—that, 
by whatever method of price competition, sales pushing, or market 
study, Europeans should have established themselves securely in a large 
part of the markets that the United States now enjoys. The United 
States would be debarred from these markets just as much after the 
equilibrium was established as now. The difference would be that, in- 
stead of being debarred by legal restriction, she would be debarred by 
prices that were so low or sales campaigns that were so aggressive that 
she would be unable to compete against them. The legal restriction of 
imports is merely a hit-and-miss way of moving toward that pattern 
of trade which believers in economic freedom wish to see eventually 
sustained by keen competition. 

A question sometimes raised is why there has not already been a more 
decided movement toward a new equilibrium pattern. Seven years is 
represented as being a long period, and Europe has had much assistance. 
In this connection it is important to remember that OEEC Europe has 


16 Lloyds Bank Review, October 1952 
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had a double problem, the dollar problem and the problem of her over-all 
balance of payments. Of the first mentioned the most important in- 
gredient is the changed position of gold, though significant contributions 
have also been made by the decline of invisible receipts and abnormal 
importations into continental Europe of U. S. machinery, chemicals, 
and cotton. The problem of her over-all balance has different causes and 
is of larger dimensions. There has been considerable misunderstanding 
about the relation between the dollar imbalance and the over-all im- 
balance. 

The dollar problem presents itself as the more urgent, since immediate 
gold or dollar payments are required. The most quickly working method 
of coping with it is the direct restriction of dollar imports; an export 
drive to the dollar area may also yield fairly quick results, and this 
has been vigorously pursued. A more slowly working method of curtail- 
ing dollar imports is the stimulation of alternative sources of supply. 
These methods tend toward securing a bilateral balance; but the most 
satisfactory method—which should in the long run, and when a true 
equilibrium in the international pattern of payments is achieved, yield 
the best result—is the capture of dollars in third party markets. This 
third, most fundamental, and most beneficial method can be brought 
into play only after the problem of the over-all balance has been thor- 
oughly cured. For as long as the third party countries are in surplus with 
Europe, they can pay the European countries in their own coin. (Ex- 
ception must be made for certain special areas which do in fact yield 
doilars.) Thus the dollar problem of Europe is closely tied up with her 
over-all balance of payments problem. 

The over-all balance of payments problem has arisen from the fact that 
Europe has had to increase her exports greatly in order to pay for the 
same imports that she was getting previously. This has been due to the 
loss of income on invisible account, most notably investment income, and 
the deterioration in her terms of trade. 

In Table 10, an attempt is made to set out in quantitative terms the 
increased burden on certain European countries due to these two causes. 
It is fair to add that other European countries do not appear to have had 
large losses of investment income from abroad, so that the increased 
burdens upon them have not been so great as those borne by the coun- 
tries cited. In this table, the values of invisible items accruing in 1948 
and in 1950-51 have been reduced to allow for the rise in the prices of 
imports since 1938. The values of the different items, as thus estab- 
lished, have been subtracted from the values of the corresponding items 
in 1938 and the differences expressed as percentages of the exports of 
the different countries in 1938. This table thus answers the question, 
what expansion of its exports, from those in 1938, each country would 
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TaBLeE 10. Estimates or INCREASES IN Exports EssENTIAL TO OrrseT Loss oF 
INCOME ON INVISIBLE AccoUNT, SELECTED COUNTRIES! 


United Kingdom _France?* Netherlands 


1948 1950-51 1950-51 4948 1950-51 


Gain (+) or loss (—) on account of invisible services expressed as a percentage 
of exports in 1938 


Transportation... +0.9 +2.1 —7.3 +3.1 +4.7 

Investment income —26.7 — 26.0 —24.5 —19.5 —19.3 

Government —3.6 —3.0 —3.7 —1.8 
Foreign travel\ -~1.2 +1.0 —8.7 
Other J oo +2.5 +0.8 

Total —30.6 —23.4 —39.7 —20.1 —16.4 

Quantum of exports required to buy 1 unit of imports (19388 = 100) 
117.0 134.3 120 104.4 120.2 


Percentage increase of exports required 

To make good loss 

of invisibles 35.3 31.4 47.6 20.9 19.7 
To make good re- 

duced buying 

power of visible 

exports 17 34.3 20 4.4 20.2 
To offset two ad- 

verse factors 

together ; 52.3 65.73 67.6 25.3 39.9 


‘ For description of the data, see text. 

? The figures relate to trade and services between metropolitan France and the 
non-frane area. 

3 For the worse year, 1951, this figure is 85.6. 


have to make to replace precisely the loss of buying power of its invisible 
-arnings; in other words, by what amount each country would have to 
increase its exports so as to be able to buy that quantum of imports 
which the invisible items, present in 1938 but since lost, were then able 
to buy. Further, a figure is added showing by what percentage exports 
would have to be expanded to allow for the worsened terms of trade. It 
should be emphasized that the final figures make no allowance for any 
increased requirements for imports; they merely state what the expan- 
sion of exports would have to be in order to buy precisely the same quan- 
tum of imports that was bought before. Thus no allowance is made for 
the need to expand exports in order to obtain imports for a larger popula- 
tion or for higher productivity. Furthermore, there is no implication in 
the table that trade balanced in 1938; the table only shows what increase 
of exports was required to make good the specific losses listed, not what 
increase of exports might be required to the extent that trade was out of 
balance in 1938. 
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This deterioration has involved very heavy burdens indeed. It has 
not been easy for countries, already great exporters and also burdened 
with internal tasks of postwar reconstruction, to expand exports by 50 
or 60 per cent before even beginning to pay for such extra imports as 
might be needed, including those very necessary imports which have 
constituted the raw materials of the extra exports. 

The causes of the deterioration in the terms of trade cannot be fully 
explored here. For the United Kingdom, the prices of imported food rose 
only 15 per cent against the prices of all her exports, but the prices of 
imported materials doubled against her export prices. This has probably 
been due to the large increase in manufacturing activity in a number of 
countries impinging upon supplies of raw materials that are insufficiently 
elastic. Note must be made of the great increase in the manufacturing 
activity of the United States, entailing a corresponding increase in the 
demand for materials; the production of the United States is so high that 
a doubling of it makes a large impression on world requirements for 
materials. The first effect of this has been a severe deterioration in the 
United States’ own terms of trade, which has already been noted as being 
a factor of easement of major importance tending to reduce the world’s 
dollar imbalance. But while this easement has allowed many countries 
to import more dollar goods than would otherwise have been possible, 
it has not extended its beneficial effect in this respect to Europe, but has 
on the contrary increased Europe’s difficulties. For Europe shares with 
the United States the role of being an importer of these materials; the 
upsurge of production in the United States has had the effect of worsen- 
ing Europe’s terms of trade and thus adding to the problems that beset 
her. 

To return to the question of “seven long years.’’ By 1948 the United 
Kingdom had reconstructed her industry and raised her exports 38 per 
cent above their 1938 level; by this means and a restriction of imports 
she achieved an over-all balance, her dollar deficit being offset by an 
over-balance with other regions. This was not a sufficient recovery, since 
it was needful for the United Kingdom to have an over-all over-balance, 
both to make overseas investments and to reduce her ex-war indebted- 
ness. A special difficulty has confronted the United Kingdom throughout 
the period in the task of earning dollars in third party markets; namely, 
the existence of large ex-war sterling balances which could be used by 
these third parties to pay for British surpluses. It was indeed needful to 
reduce these balances, but the rate at which they have been paid off has 
been governed by the fortuitous accrual of trade surpluses with par- 
ticular countries rather than by any predetermined plan. In fact, sterling 
balances outside the sterling area were reduced from £1,306 million at 
the end of 1947 to £842 million at mid-1952. The recovery of continental 
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Europe, and especially of Germany, had not proceeded so far by 1948, 
but she was on the upward grade and was to be greatly assisted by ERP. 

Unhappily, after 1948 another evil befell. The terms of trade once more 
moved heavily against the OKEC countries (see Table 10). The worst 
year was 1951. In that year British terms of trade (prices of imports in 
terms of exports) had risen 16.8 per cent above the 1948 level. Since 
British imports were $9,792 million, f.o.b., the extra amount of exports 
required of Britain as a consequence of the worsening in the terms of trade 
was equal to $1,640 million. Britain had to export over $1.6 billion worth 
of goods to the world at large merely to balance and offset the extra 
claims upon her for goods consequent on the worsening in her terms of 
trade. This event removed her, to the extent of $1.6 billion, from that 
crucial point at which she would begin to earn dollars in multilateral 
exchange. According to a publication of the OEEC,"” the European terms 
of trade (export prices of imports) rose 10 per cent between 1948 and 
1951. The imports of Europe as a whole (including the United Kingdom) 
in 1951 were $33,673 million, c.i.f. Reducing to f.o.b. and applying 10 
per cent it appears that Europe as a whole would have to send out 
$3,031 million extra goods merely to offset the worsening in her terms of 
trade.'® She would have to find additional markets for all these exports 
before she could begin to earn dollars in multilateral exchange. 

There has been controversy, which cannot be settled here, concerning 
how far this further worsening, superimposed upon the worsening that 
had already oecurred by 1948, was due to occur in any case, how far it 
was due to the devaluation of currencies in 1949, and how far to the 
Korean outbreak. Reference to the simultaneous deterioration in the 
U.S. terms of trade is not decisive, since her imports are more price- 
sensitive than those of Europe and were naturally more affected by her 
own post-Korea stockpiling. Whatever may have been the cause, the fact 
remains that a new heavy task was imposed on Europe!® which had to be 
carried through prior to her bevinning to earn dollars in quantity in mul- 
tilateral exchange. Three vears is by no means a long period to assign 
for its achievement 

A burden of this magnitude is much heavier for European countries, 
which have to devote a large proportion of resources to export, than for 

17 Statistical Bulletins: Foreign Trade, June 1952. 

18 Ten per cent is the average loss of buying power of all European exports 
In the sphere of intra-luropean trade, the worsened terms of trade of some coun- 
tries exactly cancel the improved terms of others. If p was the fraction of Kuropean 
trade going outside Murope, the deterioration in the terms of trade of Europe with 
non-Europe must have been " per cent. Whether one applies the fraction no per 
cent to European exports ie outside Europe, or, as in the text, the fraction 


10 per cent to al/ European exports, one gets the same answer 
19 In what follows, Europe is used for OFEC Europe 
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such a country as the United States, whose exports, although large, bear 
a much smaller proportion to national income. Reference may be made to 
the British case by way of example. By 1950-51 the volume of her ex- 
ports had risen 80 per cent above the 1937-38 volume. This alone does 
not truly represent the magnitude of the strain. Food, drink, and tobacco 
have not shown a great increase, and coal, for special reasons that are 
well known, has lagged; her manufactured exports have been more than 
double their prewar level. This figure has to be taken in relation to the 
fact that even in 1937-38 an abnormally large proportion of her resources 
were devoted to exports. An analysis of the employment of British manu- 
facturing capacity in 1948?° shows that 25.5 per cent of such employ- 
ment was devoted to exports and only 37.5 per cent to the provision 
of all the numerous consumers’ goods that her population of 50 million 
people required. Since 1948 the volume of her exports has increased more 
than in proportion to total production while consumption has barely 
risen; by a rough calculation it appears that in 1950-51 the proportion 
of manufacturing capacity devoted to exports was about 27.5 per cent, 
and that devoted to home consumption was about 32.5 per cent. 

It is desirable to add a rider concerning devaluation, not so much by 
way of historical retrospect as of warning concerning the future, and not 
so much by way of analysis of what happened as of what might have been 
expected to happen. Devaluation may be accepted when it is an ex post 
recognition that internal costs and prices have got out of line with those 
abroad; using it experimentally to improve an adverse balance is a much 
more doubtful matter. Devaluation is both inappropriate and dangerous 
when a country is suffering from internal inflationary pressure—inap- 
propriate because the correct remedy is to remove the pressure, a 
process which may itself suffice to correct the external imbalance, and 
dangerous because it adds fuel to the flames of internal inflation. In the 
old days devaluation was regarded as a form of currency debauchery; 
this was a healthy view of it. Devaluation is more likely to improve the 
balance of trade when applied to a small country only; much less likely 
when applied to a large region. Most important of all, devaluation is less 
likely to improve the balance of a country whose demand for imports is 
inelastic. The European demand for imports was inelastic in 1949, both 
because imports consisted largely of food, materials, and specialized 
capital goods, and because the demand for unnecessary imports had 
already been pruned away by administrative restrictions. It was hoped 
that the devaluations would make it easier for European producers to 
offer competitive prices vis-A-vis U. 8. producers. This was only a minor 
aspect of its probable effect. The major effect for a group of countries 


20 Central Statistical Office, National Income and Expenditure, 1946-51 (Lon- 
don, 1952). 
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whose demand for imports was very inelastic was likely to be to turn the 
terms of trade against them. But this very process would postpone the 
day when they would begin to be able to capture dollars in third party 
markets. There was no force in devaluation tending to make dollar prices 
in world markets fall; and they did not fall. The dollar prices of some 
European imports fell temporarily because they were protected by 
contracts. But the intended effect of devaluation was to make the dollar 
prices of European manufactures fall. If it did not produce this effect, 
owing to a quick marking up of internal costs, it would be rendered nuga- 
tory and had better not have taken place. The combined effect of stable 
dollar prices for imports from all sources—not from dollar sources only— 
and lower dollar prices for exports to all sources would be to create a large 
gap before an over-all balance could be achieved. The maximum stimulus 
that devaluation could give to European exports to the U. 8. market 
would, in any case, be only in terms of $100-200 million. The obstacle 
which devaluation was likely to plant in the way of Europe’s earning 
dollars in third party markets was of the order of $2-3 billion. This point 
is of central importance in the problem that still lies ahead of Europe. 
It was also hoped that devaluation would tend to encourage the pro- 
duction of raw materials and foodstuffs in non-dollar regions; this was 
likely to be a long-run effect. If the hope is eventually realized, this will 
be of advantage. 

In regard to what Europe has been able to achieve in a seven-year 
period, the burden of post-Korea rearmament must be mentioned. This 
directly limits her power to expand certain acceptable types of exports. 
These tasks taken together suggest that, despite the lapse of seven years, 
further patience would not be misplaced. 

If Europe had to achieve dollar solvency without further curtailing 
dollar imports, it seems that she would have to displace U. 8. exports 
to third party markets by her own, to the value of between $1 billion 
and $11% billion. This would have to be primarily by the export of semi- 
finished or finished manufactures. In 1951 the value of U.S. exports of 
these categories to all countries other than the OEEC countries lay 
between $7 billion and $7'% billion. In the same year the OEEC ex- 
ports of these categories outside the United States and the OEEC coun- 
tries themselves were also between $7 billion and $74 billion. Thus 
it seems that, in order to capture sufficient dollars in third party markets, 
the OEEC countries would have to capture the proceeds of about one 
sixth of all these U.S. exports. In order to do this by price competition, 
they would have to displace considerably more than one sixth of the 
U. S. exports, for the third party countries could pay for part of the 
increased European exports in European currencies, owing to their lower 
unit prices, and would have to pay dollars only for the remainder. (See 
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below.) Furthermore, there are no doubt many lines in which displace- 
ment is not truly feasible, so that a still larger proportionate displacement 
would have to occur in the lines in which European competition was 
practicable. 

In recent years there has been a gulf between the thought of some 
writers concerned with international equilibrium and those concerned 
with the theory and practice of the home market. The international 
experts have tended to assume “perfect competition,’’ while home market 
experts have explained that ‘imperfect competition”’ is all-pervasive in 
the field of manufactures. By the doctrines of imperfect competition ¢ 
price concession, even if large, is not likely to capture the whole of a 
rival’s market but only the fringe of it; the capture of a large part of it 
may be possible only as the end result of a long process. Students of 
industrial organization have reached similar conclusions. When the con- 
ditions for an expansion of sales, and particularly for an encroachment 
on rivals’ markets, are studied, it is taken as quite axiomatic that a 
combination of methods has to be employed simultaneously. Long and 
careful market research may be needed; also a well thought out cam- 
paign of aggressive salesmanship; also means of giving desired customers 
assurance of the continuity of supply; a concession on price is merely one 
item, and sometimes a less important item, in the whole campaign. It 
would also be treated as axiomatic that, in most cases, for a firm to expect 
to make an encroachment by a price concession alone, without having 
brought to bear all other considered methods of sales pushing, would 
involve it in a mere loss of money. Transferring this from the internal 
to the international sphere, it means that the attempt of a nation to 
improve its balance by price concessions alone is likely to worsen its 
balance. Yet a sudden devaluation—and devaluations in practice have 
to be fairly sudden—or the depreciation of a currency owing to some 
new force operating in a “‘free market’’ are analogous to price concessions 
offered alone and without the necessary ancillary measures. 

It is convenient to give a hypothetical example of the limitations of 
price concessions in themselves. Suppose that European and U. 8. pro- 
ducers share, half and half, the third party markets for a finished 
manufacture, and that Europe desires to capture the dollars representing 
16 per cent of the U.S. sales. If this could be done by a small price con- 
cession—combined with a careful selling campaign—the result would 
be satisfactory. A large concession is likely to be needed to obtain a 
quick result—let us suppose 20 per cent. If a 20 per cent price concession 
captures as much as 45 per cent—a formidable onslaught—of the Ameri- 
can market, the desired result would be achieved; the third party market 
would be able to pay for the first extra 25 per cent of the European 
article out of the European currency released by the 20 per cent price 


& 
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concession itself; only for the next 20 per cent would it have to surrender 
U. 8. dollars. (Since the European price is down by one fifth, this 20 
per cent of U. 8. sales would bring in 16 per cent of the U. 8. dollars 
previously used to buy the exports from the United States.) But if the 
20 per cent price concession only displaced one quarter of the U. S. sales, 
Europe would have won no dollars at all. This illustrates that it may be 
impossible in the literal sense of the word to capture a large quantity of 
dollars by displacing U. 8S. exports by large price concessions—such as 
might be facilitated by sizable devaluations. 

A wise man may think it unlikely that Europe will in fact displace so 
large a proportion of U. 8. exports to third party markets in the near 
future, whatever method be adopted. There is no reason to despair of 
the eventual establishment of a multilateral pattern. This is more likely 
to be achieved gradually. If Europe makes strenuous and unremitting 
efforts to capture third party markets, she may displace some dollar 
exports in the near future, but is more likely, at best, to succeed in cap- 
turing a lion’s share of the new dollars that become available later 
oWing to the secular rise of U.S. imports. But this can bring home enough 
dollars only over a rather long period. Until this is achieved, Europe, if 
she is to maintain solvency, will need to have discriminatory restrictions 
on dollar imports, save to the extent that alternative sources of supply 
of commodities now obtained from the United States become available. 

The foregoing argument has suggested that it would not be easy for 
Europe to capture sufficient dollars in third party markets even if the 
rest of the world were in dollar balance. But it is not. A number of non- 
European countries have some way to go before they achieve their own 
dollar balance. For those countries a more plentiful supply of imports 
from Europe might be welcome because they would be substitutes for 
dollar expenditure and would enable those countries to get into better 
dollar balance; but they would not at that stage be requited by dollars 
for Europe. Some of the countries in question are in over-all imbalance. 
This position would have to be corrected before Europe could hope to 
earn dollars by a vigorous export drive to them. 

It is important to emphasize that, in the fairly near future, the al- 
ternative to rather stringent discriminatory import restriction in Europe 
is a displacement of U.S. goods of large value from markets elsewhere. 
This form of statement may suggest methods of international coopera- 
tion. Planners may argue that the matter is a simple one: the United 
States has only to agree to withdraw from certain overseas markets that 
Europe could supply. Such a solution would no doubt be impractical 
and unacceptable; it would violate the principle of competition and give 
no guarantee that the United States and Europe respectively supplied 
the goods which each was economically best fitted to produce. On the 
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other hand, the ideal of competition may be pushed too far as though it 
were an end in itself. International trade should not be regarded in terms 
of a football game, in which each side is exhorted to do its utmost to 
outwit the other. If it’were a principle of high U.S. policy that it is better 
that the reduction of U.S. exports should be carried out on a rather wide 
front, rather than solely in Europe, help might be given in small ways. 

Similar considerations arise in connection with the Point Four policy 
of the United States. This is conceived in statesmanlike terms to raise 
standards of production in underdeveloped countries. It could also be 
made to subserve, quite in accordance with its general aim, a better 
balance of international payments. It may often happen that a given 
project could be achieved more economically by European than by 
American equipment; it may be in the best interests of an under- 
developed country that a project should be carried out in the most 
economical, rather than in the most perfect, way. American consultants 
would naturally tend to supply know-how implying American methods, 
both from normal and proper patriotic motives and, possibly, from 
ignorance of alternative methods. It would therefore be a way in which 
the United States could greatly assist recovery, if she authorized a liberal 
employment of European consultants and technicians on such schemes. 
This argument applies a fortiori to development projects sponsored by 
international agencies. 

There is also a moral on the plane of international monetary and com- 
mercial policy. On the supposition that the disturbance to the previous 
economic pattern caused by World War II is too great for an adjustment 
to be achieved readily under conditions of completely free trade, and 
that the dollar must temporarily be regarded as a currency in short sup- 
ply, we may ask what kind of discriminatory restrictions best accord 
with the international ideal. It should be emphasized that we are con- 
cerned only with discriminations during such a transitional period as may 
be deemed of reasonable length for securing the necessary changes in the 
structural pattern of production and trade. It might well be argued that, 
ideally, if the currency of one particular country is in short supply, dis- 
criminations against its use should be adopted universally, so as to 
impose roughly equal sacrifice on each country. At the opposite extreme 
is what is apt to happen in practice, namely, a tendency toward a bi- 
lateral balance of each country with the United States. Those countries 
whose natural pattern of trade is to be in strong deficit with the dollar 
are driven to impose violent discriminatory restrictions, while those 
tending rather to balance or to surplus impose no restrictions. This is 
all wrong. Ideally the restrictions should exert equal pressure all round, 
those countries tending to surplus conserving the dollars won and hand- 
ing them over to the strong deficit countries, so as to enable them to 
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reduce the violence of their restrictions. That would conform to the 
principle of multilateralism and give the best distribution among the 
different nations of the quantum of dollar goods that the world as a whole 
is able to buy. What has here been described as the “‘ideal’’ pattern of 
restrictions, if restrictions cannot be avoided, is no doubt quite impos- 
sible in practice. It should not, however, be too much to expect that 
international policy might be used to mitigate the tendency to bi- 
lateralism somewhat, by encouraging nations which have mild dis- 
criminatory restrictions to retain them, as long as there are other 
nations which through no fault of their own are having to impose more 
severe ones. 


Commodities 


It was shown earlier in this paper that the over-all trading surplus of 
the United States in 1950-52 was not substantially greater than the sur- 
pluses which obtained in the twenties and the thirties; that the some- 
what greater surplus on goods and services account has been due to a net 
increase of services; and that the main reason why this surplus causes 
embarrassment now, whereas it did not before, is the reduction in the 
value of newly mined gold available to pay for it. This embarrassment is 
concentrated upon Europe. It cannot be claimed, however, that this is 
the whole story. There is also a latent demand for dollar goods of un- 
known amount which is held in check by restrictions. Furthermore, the 
severe worsening in the U.S. terms of trade would have tended to cause 
that country to move into an adverse balance, were it not for a great 
increase in the demand for her exports. This has arisen largely because 
that country has been in the forefront of progressiveness, going far 
ahead beyond her neighbors and beyond previous records to supply the 
latest needs and desires of producers and consumers. It is beyond the 
scope of this report to attempt an analysis, article by article; some gen- 
eral observations must suffice. 

To illustrate this matter, U.S. exports for 1950-51 have been tabulated 
countrywise and commoditywise (Tables C and D, pp. 39 and 40), and 
the changes in comparison with the record of 1936-38 have been further 
compared with the general movement of world trade between these 
two periods. In each table, column 1 shows actual exports in 1936- 
38; column 2 shows actual exports in 1950-51; column 3 shows the ex- 
ports of 1936-38 multiplied by 3, this figure having been chosen as 
representing the increase of world trade expressed in dollars; and column 4 
shows which exports have increased at a rate more rapid than that of 
the increase of world trade. It is not implied that there is anything 
abnormal or unnatural in such increases; in a thirteen-year period many 
changes in the pattern of trade are normally to be expected. 
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Countrywise the result of the broad regional analysis is confirmed. 
Apart from the Western Hemisphere, the only countries of substantial 
abnormal increase are India, Italy, and Germany. The restrictive char- 
acter of the U. K. policy stands out very strongly. 

The commodity pattern may not represent so much what producers 
or consumers would have wished, if free, to buy in the United States at 
current prices, but rather what governments think they ought to have. 
The commodity groups of substantial abnormal increase are seen to be 
grain, industrial machinery, chemical products, textile fibers and manu- 
factures other than raw cotton, vehicles, and coal, in that order. 

The increased dependence of the rest of the world on U.S. grain is a 
factor of major importance. The increase of exports above the trend is 
seen to be no less than $556 million. The initiating cause of this large 
shift was probably the partial severance of alternative suppliers from 
their markets owing to shipping difficulties during the war. The United 
Kingdom depended largely on supplies from North America, and this 
factor continued to operate in Western Europe during a period after the 
liberation. Expansionist (and inflationary) influences have drawn workers 
from the land to the towns in certain other overseas countries, and this 
movement has sometimes also been favored by official policy. Meanwhile 
in the United States agricultural productivity has increased greatly, and 
a support price policy has given encouragement to output. 

The high export of industrial machinery is the consequence of enlarged 
investment programs in many lands. The United Kingdom has developed 
an increase of exports of machinery, which has been nearly as great 
in proportion as that of the United States. It was more difficult for the 
United Kingdom to make a proportionate expansion, since machinery 
exports constitute a far greater proportion of her factory output and of 
her national income than they do in the United States; delivery dates 
have been chronically bad owing to the difficulty of expanding capacity 
sufficiently quickly and to other calls upon existing capacity. Germany, 
meanwhile, has suffered from delayed recovery. There is reason to hope, 
therefore, that with the passage of time Europe may be able to meet a 
larger proportion of the world’s increased demands in this category, 
and this may be a substantial factor of easement in the dollar situation. 

The increase of U. S. textiles is notable.21 The United States appears 
to have had a distinct price advantage against Europe; at the same 
time she has been markedly progressive in design and style. This ex- 
pansion in a field where no special factors were working in her favor 
may be taken as symptomatic of her generally superior efficiency and 
energy. There is, however, from the point of view of the rest of the world, 
a more cheerful aspect of this phenomenon. We are in ignorance of how 


™ See Gertrud Lovasy, Rise in U.S. Share of World Textile Trade, elsewhere in 
this issue. 
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much larger the demand for U.S. exports would be if it were not con- 
fined by governmental restrictions. The great increase of U.S. textile 
exports suggests that the suppressed demand for dollar goods may not 
be so great as some fear, for governments would hardly allow great in- 
creases of dollar textile imports, for which other sources of supply have 
been available, if they were at the same time suppressing many urgent 
needs for dollar goods. 


Summary and Conclusion 


The figures for the period 1950-mid 1952 suggest that the world’s 
dollar imbalance may be thought of in round terms as having been a 
$2 billion per annum problem. If this period is compared with 1936-38, 
it is found that the value of U.S. imports (excluding gold) had risen as 
much as that of U.S. exports, including in the latter those sent out 
gratis other than ‘military aid” proper. The volume of U.S. exports 
rose more than the volume of U.S. imports, but this was offset by the 
worsened terms of trade for the United States. U.S. trade rose in dollar 
value about a third more than world trade; this was due entirely to 
more active trade between the United States and the rest of the Western 
Hemisphere; U.S. trade with non-America (including gratis exports as 
above) did not rise more than world trade generally. 

The U.S. surplus on trade account in the period 1950-mid 1952, con- 
sidered as a percentage of her exports, was of the same order of magnitude 
as that in the periods 1933-38 and 1924-29. But a moderate deficit on 
“services’’ account had changed to a moderate surplus, transportation 
being the largest factor of change. In the twenties the surplus on goods 
and services together was covered by overseas investment by the United 
States; in the thirties it was covered by the payment of gold to the 
United States; in the fifties it has been covered by ‘‘aid’’. Actually, the 
gold shipped to the United States in 1933-38 was four times the value 
of the U. S. surplus, owing to capital movement. The rest of the world 
could have paid the bare surplus of the United States in this period in 
newly mined gold and at the same time added comfortably to its re- 
serves. 

If the pattern of trade in the period 1950-mid 1952 is compared with 
that in the thirties, the greatest single item of difference is seen to be 
the shrinkage in the goods value of newly mined gold available for 
central banks and treasuries. This was due to the fixity of its dollar 
price, to reduced output, and to the disappearance into private hoards 
of amounts equal to more than half the new output. 

The first section of this report (pages 2-5) argues, against an histori- 
cal background, that the great decrease in liquidity for purposes of 
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international settlement, which is due to the changed relation of the 
value of gold stocks and accessions to the value of world trade, has 
caused and is likely to continue to cause a chronic tendency to import 
restrictionism. If the value of newly mined gold becoming available for 
money outside the United States and the U.S.S.R. had borne the same 
relation to the value of world trade as it did in the thirties, the rest of 
the world could have paid for the whole realized surplus of the United 
States on goods and services account in 1950-mid 1952 without loss of 
reserves and without aid (other than military items). 

This is not to be taken to imply that it is desirable for the United 
States to continue to import any given value of gold. As things are, the 
rest of the world has either to find acceptable goods to ship to the United 
States in lieu of the gold previously shipped, in order to pay for some 
15 to 20 per cent of U.S. exports, or, to the extent that it fails, to reduce 
its imports from the United States by that amount. 

Both in 1936-38 and in 1950-mid 1952, the deficit of OEKEC Europe 
with the United States in bilateral trade was greater than that of the 
whole world including OEEC Europe. In the former period, the OEEC 
deficit was somewhat reduced by invisible items; in the latter period, 
less so. Thus the main part of the readjustment required by the gold 
change has to be made by OEEC Europe. This concentration of the 
need for readjustment upon one region makes its achievement more 
difficult, since it involves cutting more deeply into the former pattern 
of trade. The bilateral deficit of Europe with the United States of about 
38 per cent (approximately $1.3 billion) might have been greater in the 
absence of restrictions. 

While the gold change has made the dollar crisis more intense for 
OEEC Europe than elsewhere, that region has had, simultaneously, 
another postwar trading problem of greater quantitative importance. 
Loss of invisible income and worsened terms of trade have made it 
necessary for Europe greatly to increase its exports to the rest of the 
world as a whole in order to buy the same imports as before. For such 
countries as the United Kingdom and France, the increase of exports 
required has been some 60 per cent. (In the worst year, 1951, this figure 
rose to 85 per cent for the United Kingdom.) This has meant a strain 
upon the manufacturing capacity of those countries and set off infla- 
tionary pressures, which in parts of the period had other causes also. 

The most important of the various causes for the worsened terms of 
trade is probably the great increase in manufacturing output through- 
out the world, and notably in the United States, which entailed increased 
requirements for materials and a rise in their relative prices. In search- 
ing for differences in the pattern of trade in the period 1950-mid 1952, 
compared with that of 1936-38, it is well first to multiply figures for the 
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latter by 3. The index of world dollar prices had risen to 225 and the 
volume of world trade by about one third (214 X 114 = 3). 

In the attempt to close the dollar gap, OEKEC Europe has had some 
success in increasing exports of manufactures to the United States. The 
United Kingdom has cut imports severely by direct restriction; con- 
tinental Europe has restricted in some lines, while purchasing fairly 
freely, as intended by ERP, in others. An alternative method of cur- 
tailing dollar imports is to invest outside the dollar area in the produc- 
tion of commodities now bought from the United States. 

If a true multilateral equilibrium of trade is to be reached, it is prob- 
able that OEEC Europe should not close the main part of the dollar 
gap by either of the methods mentioned in the preceding paragraph, 
but by the capture of dollars in multilateral trade. It is important to 
observe that not much progress can be made along this, the most fruit- 
ful, line, until OEKEC Europe has secured a firm over-all balance with 
the non-dollar world, for until that point is reached, she can be paid by 
third parties for the most part in her own currencies. Thus the establish- 
ment of an over-all balance is a prior condition for the best solution of 
the dollar imbalance. From this point of view, the further deteriora- 
tion in the European terms of trade between 1948 and 1951 was un- 
fortunate. 

It has been suggested that it should not, eventually, be more difficult 
for Europe to settle her accounts with the United States, since in the 
thirties also she had to have an over-balance with the non-dollar world 
wherewith to buy the gold to remit to the United States. It is further 
suggested that, since the United States has increased the value of her 
imports more than three times, there are additional dollars available 
for Europe to capture in third party markets in lieu of the gold formerly 
bought there. But there is a big difference. It has been seen that the 
United States has increased her purchases outside the Western Hemi- 
sphere less than three times (see Table 3); it is only in Canada and 
Latin America that she has provided additional dollars. But the gold 
previously came mainly from the sterling area, with which Europe had 
well-established trading relations. While Europe was involved in post- 
war difficulties, the United States was able to meet demands in Canada 
and Latin America arising from and supported by their additional 
dollar earnings. It was clearly much easier for Europe to have a large 
over-balance outside the Western Hemisphere, which could be earned 
and paid for by newly mined gold, than to establish an equivalent over- 
balance with Canada and Latin America by displacing U. 8. exporters. 
For this process to go forward it would be necessary that the Western 
Hemisphere countries should not, themselves, be in over-all imbalance. 
Meanwhile, all these developments have to proceed against the back- 
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ground of increased world demand for U. S. exports. The balance of 
grain supplies has shifted; there has been an abnormal increase in the 
world demand for industrial equipment, and other countries have not 
been able to increase supplies as quickly as the United States; mean- 
while, all along the line the United States has shown marked progressive- 
ness and efficiency, of which her abnormal increase in the export of 
textile manufactures is a notable manifestation. These trends make the 
task set for Europe of capturing dollars by displacing U. 8. exports in 
third party markets more difficult. 

Local inflations, both in Europe and elsewhere, played an important 
part in creating a dollar imbalance in the postwar quinquennium. Their 
importance in the over-all picture has now diminished considerably, 
but continued vigilance is necessary to prevent recurrence. 

For the world-wide dollar imbalance, the prevention of inflation in 
the various countries is an essential remedy. For the special problem of 
Europe, it is not a sufficient one. The secular growth of U. 8. imports 
will provide an easement for this, both because it will allow a rise—al- 
though not a relatively large one—in direct European exports to the 
United States and because it will provide additional dollars around the 
world for Europe to earn, if she can generate and maintain continuing 
competitive pressure. How far Europe can go beyond this and win 
additional dollars in third party markets by displacing existing U. S. 
exports must remain a doubtful question. But if she cannot do this on 
a rather considerable scale, then in the near future she will have to cur- 
tail U. S. imports in order to be in balance. This may be achieved in 
part and in due course by investment in the production outside the 
United States of commodities now bought from that country. There 
being no other source of U. S. dollars, it does not appear probable that 
direct discriminatory restriction of dollar imports can be avoided by 
Europe in the near future. The question of an expansion of U.S. capital 
investment abroad has not been considered. 

Study of the large size of the postwar maladjustments, notably those 
connected with the displacement of gold and with the need for Europe 
in her general trade to export so much more in order to pay for the 
same imports as before, has a twofold moral. (1) We need not think 
that seven years, complicated as they have been by the Korean out- 
break, the post-Korea inflations, and the rearmament programs, con- 
stitute a long period for the attainment of balance, even taking into 
account the generous aid provided; nor need we therefore despair of 
the eventual achievement of an equilibrium in which discriminations 
and restrictions are no longer necessary. (2) On the other hand, the 
large size of the adjustment still to be made must make us skeptical of 
the possibility of the quick demise of various protective devices. 
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TaBLe A. U.S. GENERAL Imports, BY COUNTRIES 


Difference 
between 
a Calcul Reported 
Reported Imports! 7 ated” Imports as 
“Calculated’’? Imports Per Cent of 
1936-38 1950-51 1950-51 (Col. 2- “Calcula- 
Average Average Average Col. 3) ted”’ 
(million dollars )-——-——_--——___—» 
(1) __@) (3) (4) (Ss) 
Canada... ‘ 351 2,115 1,053 1,062 201 
Malaya and Singapore.. 174 367 522 —155 70 
United oes 174 400 522 — 122 77 
Japan?.. " 168 193 504 —31l 38 
Cuba. . be ee 127 412 381 31 108 
Philippines hee ue 107 259 321 —62 81 
Brazil ee 107 812 321 491 253 
I ce eet oe 85 211 255 —44 83 
Argentina. .. aaa 82 212 246 —34 86 
Germany .. Beara 79 166 237 —71 70 
ee ee 75 101 22 —124 45 
India, Burma, and Pakis- 

RR area e aks cee K. a 75 316 225 91 140 
SE eS eee 65 197 195 2 101 
Belgium- Luxembourg 59 178 177 1 101 
Mexico... , 53 322 159 163 202 
Sweden.. ‘ Bes 51 87 153 —66 57 
Colombia. . ; , ; 48 337 144 193 234 
Netherlands... Reais 45 102 135 —33 75 
 cakeGhy oan citvie 43 124 129 —5 96 
Chile . ; 34 181 102 79 177 
Czechoslovakia... . 29 24 87 —63 28 
Australia.... ; a 25 247 75 172 330 
eee ss ca 25 33 75 —42 44 
Switzerland.... 24 122 72 50 169 
Norway 21 46 63 —17 73 
Netherlands West Indies. 18 158 54 104 293 
Ceylon Kan ung 17 58 51 7 114 
Finland sisi 17 46 51 —5 90 
Poland Piste 15 10 45 —35 22 
Turkey. Stans 15 68 45 23 151 


1 Data are from (1) U.S. Department of Commerce: Foreign Commerce and 
Navigation of the United States for the Calendar Year 1940 (Washington, 1942); 
Business Information Service, International Trade Statistics Series, February 
1951; and Quarterly Summary of Foreign Commerce of the United States, January- 
December 1951; and (2) Direction of International Trade, January-December 1950 
(United Nations, International Monetary Fund, International Bank for Recon- 
struction and Development). 

2? What imports would have been in 1950-51 if they had increased in the same 
proportion as world trade, i.e., column (1) multiplied by 3. 

* Including Korea and Taiwan, 1936-38 
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TaBLeE A—Continued 
= al Difference 
between 
a 
and “‘Calcu- eport 
__ Reported Imports! lated” Imports as 
“Calculated’’* Imports Per Cent of 
1936-38 1950-S1 1950-51 (Col. 2- 
Average Average Average Col. 3) 


ood ———(million dollars) ———————__— 
_ (i) 2) | . _) 


Gold Coast ee a 74 32 
New Zealand 

Spain.... . 56 
Peru. . oe o 

Union of South Africa 

Egypt 

Uruguay.... 

Guatemala 

Nigeria. . 

El Salvador 

Belgian Congo 

Thailand 





Specified total 
Rest.... 
Grand total 


For footnotes, see preceding page 
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TaBLe B. U.S. Imports By AREAS AND COMMODITIES 


Difference 











between 
Reported 
Reported Imports “oe pet, 
“Calculated’”? Imports Per Cent of 
1936-38 1950-51 1950-S1 (Col. 2- “Calcu- 
Average Average Average Col. 3) lated” 
———_ (million dollars) — -———> 
ie cA me a  ———— 
i 
General Imports by Areas 
Latin American Republics. ... 542 3,126 1,626 1,500 192 
Canada.. 351 2,115 1,053 1,062 201 
f Continental OEEC 7" 380 1,177 1,140 37 103 
a United Kingdom.............. 174 400 522 —122 77 
Other sterling area Sa 373 1,489 1,119 370 133 
Other ‘ Pete victns 669 1 "504 2,007 —413 79 
Total........ 2,489 9,901 7,467 2,434 133 
. Imports for Consumption by Commodity Groups and Major Commodities 
Animal products, edible..... 95 403 285 118 142 
Animal products, inedible... 176 387 528 —141 73 
: Coffee. a Ne Shinai a 141 1, 227 423 804 290 
Sugar, raw 152 384 456 —72 84 
| Other vegetable food products 
; and beverages 331 852 993 —141 86 
' Rubber, crude, including latex 179 634 537 97 118 
Other veget: able products, in- 
edible..... ae 194 448 582 — 134 77 
Wool, unmanufactured.. eg 57 570 171 399 333 
j Other textile fibers and manu- 
factures 325 706 975 — 269 7 
Wood and paper , 264 1,208 792 416 153 
Petroleum and products. . 42 594 126 468 471 
Other nonmetallic minerals. .. 87 345 261 84 132 
; Metals and manufactures 215 1,307 645 662 203 
i Machinery and vehicles. 21 200 63 137 317 
) Chemicals and products... ... 87 235 261 — 26 90 
Miscellaneous. . ii : 95 274 285 —11 96 
j TOURS xc.0: 2,461 9,774 7,383 2,391 132 


| 


| For sources of data, see Table A, footnote 1. 
* What imports would have been in 1950-51 if they had increased in the same 
proportion as world trade, i.e., column (1) multiplied by 3. 
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TaBLe C, U.S. GenerRAL Exports By CouNTRIES! 





Difference 
_Beporied * 4 
rte eporte: 
d Calcu- Exports 











Reported Raperte_ “Calculated’’s ated Fay 
1936-38 1950-51 1950-51 (Col. 2- “Calcu- 
Average Average Average Col. 3) lated”’ 
i million dollars) ——_————_-> 
a (1) (2) 3) 4) 7 (S) 
United Kingdom. Seieaaih pitta ares 499 706 1,497 —791 47 
Canada. . Sheen ‘ 462 2,292 1,386 906 165 
ee Pe pe miate et 244 506 732 —226 69 
France... Gio aetchenee 143 380 429 —49 89 
EES te ee temen ee 112 479 336 143 143 
Mexico........ yes en Sh 82 607 246 361 247 
POIONOINAD «2... <0 0ncsvcys es 81 256 243 13 105 
PIR bcc co 5 o0 evs savers vas 7 188 237 —49 80 
Cuba. . ; 79 498 237 261 211 
Belgium-Luxembourg.. sv 77 322 231 91 140 
Philippines. . ts 77 292 231 61 126 
Union of South Africa........ 76 184 228 —44 81 e 
Australia re eect 67 138 201 —63 69 
CS ee * a 65 398 195 203 204 
Brazil .. cae ae os 60 521 180 341 290 
Sweden. Senate i 57 116 171 —55 68 
U.S.8.R..... asses 49 0.4 147 —147 0.3 
China pee es 44 18 132 —114 14 
Venezuela a eaeeees ; 41 424 123 301 345 
Colombia (eeed ss 36 228 108 120 211 
India, Burma, and Pakistan. . 35 374 105 269 356 
Netherlands West Indies...... 30 68 90 —22 75 
Poland Het ; 24 5 72 —67 7 
Panama‘... a = 24 79 72 7 110 
Indonesia , dipeaitiss 22 120 66 54 182 
New Zealand... pee 22 42 66 —24 64 
Chile ; Be or 21 118 63 55 187 
Norway... Poa oi 20 80 60 20 133 
Denmark 18 60 54 6 111 
Hong Kong... = 17 66 51 15 130 
Peru 16 93 48 45 194 
Kwantung.... oe 12 — 36 — 36 — 
Portugal....... aeetears ac 12 36 36 0 100 
Turkey : eShee 12 60 36 24 166 
Egypt alanis 12 55 36 19 153 
Specified total PEEL dalcts <a 9,809 8,181 1,628 119 
Rest 240 1,912 720 1,192 264 
Grand total Cerra meee} ee | 8,901 2,820 132 
1 “Special es eee items are omitted. , . 
* Data are from U.S. Department of Commerce: Business Information Service, 


International Trade Statistics Series, February 1951; and Quarterly Summary of 
Foreign Commerce of the United States, January-December 1951. 
’ What exports would have been in 1950-51 if they had increased in the same 
proportion as world trade, i.e., column (1) multiplied by 3. ‘ . 
* The 1936 and 1937 data include the Canal Zone. 
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TaBLe D. U.S. Exports py AREAS AND COMMODITIES 


Difference 
—— 
Reported Reported 


and “Calcu- Exports 

Reported Exports! lated”’ as Per 

—_————— “Calculated”? Exports Cent of 

1936-38 1950-51 1950-51 (Col. 2- “Calcu- 

Average Average Average Col. 3) lated”’ 
—_—— —_ million dollars) -_---_——— —» 


a (2) _ (3) — @ __G) 


General Exports by Area? 


Latin American mugen ah 484 3,113 1,452 1,661 214 
Canada.. ; 462 2,292 1,386 906 165 
Continental OEEC. Stee 614 2,548 1,842 706 138 
United Kingdom........ pages 499 706 1,497 —791 47 
Other sterling Sl As S05 mAs 283 1,031 849 182 121 
CNS 55. w 8 odes 2c. 4 625 2,031 1,875 156 108 
TOs: ies SOIR Si 2,967 11,721 8,901 2,820 132 


° Exports of Domestic Merchandise by Commodity Groups and Major Commodities‘ 


Animal products, edible......... 63 310 189 121 164 
Animal products, inedible....... 49 160 147 13 109 
Wheat and wheat flour... 62 742 186 556 399 
Other vegetable food products 

and beverages. tes : 180 742 540 202 136 
Tobacco. 143 288 429 —141 67 
Other vegetable products, inedi- 

ble.. ‘ 74 418 222 196 188 
Cotton, excluding linters........ 313 1,078 939 139 115 
Other textile fibers and manu- 

factures... Sates ; 96 680 288 392 236 
Wood and paper... ao ; 109 285 327 —42 87 
Coal and related products. Pits 60 442 180 262 246 
Other nonmetallic minerals. .... 394 860 1,182 —322 73 
Metals and manufactures....... 362 915 1,086 —171 84 
Electrical machinery and ap- 

paratus.. 103 433 309 124 140 
Industrial machinery 2295 1,229 687 542 179 
Agricultural machinery and im- 

plements Sco 21 125 63 62 198 
Other machinery... , 86 183 258 —75 72 
Automobiles and other vehicles 350 1,377 1,050 327 131 
Chemicals and products... 129 851 387 464 219 
Miscellaneous... . 102 509 306 203 166 
Total.... 2,925 11,627 8,775 2,852 132 


1 For sources of data, see Table A, footnote 1. 

2 What exports would have been in 1950-51 if they had increased in the same 
proportion as world trade, i.e., column (1) multiplied by 3. 

* “Special category”’ items are omitted. 

‘ “Special category” items, type 1, are omitted. 

’ Described in source as “not strictly comparable with data for later years.’ 
(This presumably refers to classification.) 
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TasLe E. ImpROVEMENT (+) OR DETERIORATION (—) BETWEEN 1936-38 AND 
1950-51 1n Reaions’ BALANCES OF VISIBLE TRADE WITH UNITED STATEs! 
(In millions of U.S. dollars) 


Difference Between Re- 


: Reported Change ported and “‘Calculated” 
Region in Balance® Change in Balance* 
: a) = _Q) 
United Kingdom... +19 +669 
Other sterling area... +368 +188 
Canada... ; ee ; —66 +156 
Latin American Republics........ ae —45 —161 
ES os sae tale —481 — 569 


RWS SPIO Coes cs So eee ee ees —1,137 —669 





1 The 1936-38 and 1950-51 data are annual averages. 

* Column (1) is simply the existing (1950-51) surplus (++) or deficit (—) of each 
region with the United States minus the surplus (+) or deficit (—) in 1936-38. 
Thus, if a region had a deficit of $400 million per annum in 1936-38 and one of 
$300 million per annum in 1950-51, column (1) would be +$100 million, the reduc- 
tion of the deficit constituting an improvement of that amount. 

If each region had increased both its imports and its exports threefold in dol- 
lars, the deficit or surplus would likewise have been increased threefold. Column 
(2) is the actual surplus (+) or deficit (—) in 1950-51 minus three times the surplus 
(+) or deficit (—) in 1936-38 (i.e., Table B, col. 4 minus Table D, col. 4). Thus 
column (2) shows how matters actually were in 1950-51 compared with how they 
would have been if regions had simply increased threefold both their exports to 
and their imports from the United States. Column (2) may be regarded as a true 
index of the shift of the pattern of trade to date. 


TaBLe F. U.S. Exports, Inctup1inc REe-Exports, TO OEEC Countries! 
(In millions of U.S. dollars) 


~ ANOEEC United ~_ Belgium- 





Year Countries Kingdom France | Germany _Italy _— Luxembourg 
1938. . eres 520.9 133.9 107.1 58.3? 76.9 
1948... : 4,182.4 644.1 591.2 862.7 417.9 308 .6 
1949. ; 4,071.9 700.4 497.2 820.3 458.1 306.8 
1950. .. 2,817.2 511.2 334.2 439.4 340.0 265.9 
1951°... 3,826.3 900.8 427.2 519.3 456.2 376.7 
1948-51 

average... 3,724.5 689.1 462.5 660.4 418.1 314.5 
1950-51 
average. 3,321.8 706.0 380.7 479.4 398.1 321.3 


1Data are from U.S. Department of Commerce: International Reference 
Service, Vol. VI, No. 5 (February 1949) and Vol. VII, No. 60 (July 1950); Business 
Information Service, International Trade Statistics Series, May 1952; Foreign 
Commerce and Navigation of the United States for the Calendar Year 1988 (Wash- 
ington, 1940); and data supplied by the Office of International Trade. 

2 Includes Aegean Islands. 

* Excludes ‘‘special category’’ items. 
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THE NET OVER THE TREASURY 


Harry Dexter White, Frank Coe, Harold Glasser, Victor Perlo, Irving Kaplan, 
Sol Adler, Abraham George Silverman, and William Ludwig Ullmann were em- 
ployees of the Treasury Department during part or all of the period studied by 
the subcommittee 

All these persons were named by both Miss Bentley and Chambers as _ par- 
ticipants in the Communist conspiracy. Perlo was identified also by Nathaniel 
Weyl. The names of Perlo, Adler, Silverman, and Ullmann turn up in the 
Nixon Memorandum of 1945. Several of those named were listed in the telephone 
finder of Nathan Gregory Silvermaster, identified by Miss Bentley in 1948 as the 
most important person she dealt with in the Government underground. 

The Kaplan story has already shown the interlacing connections with White, 
Coe, Glasser, Silverman, and Ullmann. Kaplan’s tremendous responsibilities for 
American occupation policy in Germany have also been set forth. 

How important were some of the others? 

The answer to this question, so far as White is concerned, may be found in three 
Treasury documents. Here is the first, dated 8 days after Pearl Harbor, and 
signed by Secretary of the Treasury Morgenthau: 

DECEMBER 15, 1941. 


TREASURY DEPARTMENT ORDER NO, 43 


On and after this date, Mr. Harry D. White, Assistant to the Secretary, will 
assume full responsibility for all matters with which the Treasury Department 
has to deal having a bearing on foreign relations. Mr. White will act as liaison 
between the Treasury Department and the State Department, will serve in the 
capacity of adviser to the Secretary on all Treasury foreign affairs matters, and 
will assume responsibility for the management and operation of the Stabilization 
Fund without change in existing procedures. Mr. White will report directly to 
the Secretary. 


Secretary of the Treasury. 

WNT: aja 

Here is the pertinent paragraph from the second Treasury document which was 
dated February 25, 1943, and was sent to White by Secretary Morgenthau: 

“Effective this date, I would like you to take supervision over and assume full 
responsibility for Treasury's participation in all economic and financial matters 
(except matters pertaining to depository facilities, transfers of funds, and war 
expenditures) in connection with the operations of the Army and Navy and the 
civilian affairs in the foreign areas in which our Armed Forces are operating or 
are likely to operate. This will, of course, include general liaison with the State 
Department, Army and Navy, and other departments or agencies and representa- 
tives of foreign governments on these matters.” 

Here is the third, a compilation of the interdepartmental and international 
bodies on which Assistant Secretary White was the official Treasury repre- 
sentative : 


The Interdepartmental Lend-Lease Committee 

The Canadian-American Joint Economic Committee 

The Executive Committee on Commercial Policy 

The Executive Committee and Board of Trustees of the Export-Import Bank 

The Interdepartmental Committee on Inter-American Affairs 

The National Resources Committee 

The Price Administration Committee 

The Committee on Foreign Commerce Regulations 

The Interdepartmental Committee on Post-War Economic Problems 

The Committee on Trade Agreements 

The National Munitions Control Board 

The Acheson Committee on International Relief 

The Board of Economic Warfare 

The Executive Committee on Economic Foreign Policy 

The Liberated Areas Committee 

The O. S. S. Advisory Committee 

The U. S. Commercial Corporation 

The Interdepartmental Committee on Planning for Coordinating the Economic 
Activities of United States Civilian Agencies in Liberated Areas (exhibit 33) 
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White was also chief architect of the International Monetary Fund’ as well 
as its first United States executive director. Miss Bentley gave the subcom- 
mittee an extraordinarily revealing glimpse of how White's hands played with 
the inner levels of American policy. 

“Miss BenTLey. No; the only Morgenthau plan I knew anything about was the 
German one. 

“Senator EAsSTLANbD. Did you know who drew that plan? 

“Miss BentLey. Due to Mr. White’s influence, to push the devastation of 
Germany because that was what the Russians wanted. 

“Senator Ferauson. That was what the Communists wanted? 

“Miss BENTLEY. Definitely Moscow wanted them completely razed because then 
they would be of no help to the Allies. 

“Mr. Morris. You say that Harry Dexter White worked on that? 

“Miss BentTLey. And on our instructions he pushed hard. (IPR p. 419.) 

* ~ * cd * * cd 

“Senator EASTLAND. What you say is that it was a Communist plot to destroy 
Germany and weaken her to where she could not help us? 

“Miss BENTLEY. That is correct. She could no longer be a barrier that would 
protect the Western World. 

“Senator EAsrLanp. And that Mr. Morgenthau, who was Secretary of the 
Treasury of the United States was used by the Communist agents to promote 
that plot? 

“Miss BENTLEY. I am afraid so; yes. 

“Senator FERGUSON. What do you mean by “I am afraid so” 

“Miss BENTLEY. Certainly Secretary Morgenthau didn’t fall in with Communist 
plots. 

“Senator Fercuson. But you know it to be a fact? 

“Miss Bentiey. I know it to be a fact. 

“Senator Fercuson. You do not qualify it, do you? 

“Miss Bentey. No, I don't qualify it. I didn’t want to give the thought 
that he did it knowingly. 

“Senator SmiTH. He was unsuspectingly used. 

“Senator FerGuson. So you have conscious and unconscious agents? 

“Miss BentLey. Of course, the way the whole principle works is like dropping 
a pebble into a pond and the ripples spread out, and that is the way we work. 

“Senator Frercuson. Some are conscious and some are unconscious as to what 
they are doing? 

“Miss BentLey. That is correct. * * * (IPR p. 420.) 


* * * * * x **? 


Five months after the Nixon Memorandum was circulated at top levels in the 
Government, White resigned his post as Assistant Secretary. He received the 
following letter : 

ApriL 30, 1946. 

Dear Mr. WHITE: I accept with regret your resignation as Assistant Secretary 
of the Treasury. 

My regret is lessened, however, in the knowledge that you leave the Treasury 
only to assume new duties for the Government in the field of international eco- 
nomics as the United States Executive Director of the International Monetary 
Fund. In that position you will be able to carry forward the work you so ably 
began at Bretton Woods and you will have increased opportunity for the exercise 
of your wide knowledge and expertness in a field which is of utmost importance 
to world peace and security. 

I am confident that in your new position you will add distinction to your already 
distinguished career with the Treasury. 

Very sincerely yours, 
Harry S. TROMAN. 


Glasser, as already indicated, went to Moscow with Secretary of State Marshall 
in March 1946, which was 4 months after the circulation of the Nixon memoran- 
dum. It will be recalled that in the same March, Glasser gave an E, for excellent, 
rating to Kaplan, after Kaplan had come home from Germany. Glasser was 
also the financial expert of the American delegation which helped form UNRRA., 


1 Post War Foreign Policy Preparation, a State Department publication, p. 142. 


45980—54——16 
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He was Treasury spokesman on this international body “throughout its whole 
life.” In this capacity, he was one of those “with a predominant voice” in 
determining which countries should receive aid from UNRRA, and which should 
not. He testified that during this period, he was in constant consultation with 
Dean Acheson, who spoke for the State Department on UNRRA matters (pp. 
63-66). When Glasser left the Government on December 23, 1947, the following 
letter was written on his behalf by Dean Acheson: 


Mr. H. L. Lurie, 
Executive Director, Council of Jewish Federation and Welfare Funds, Inc., 
165 West 46th Street, New York 19, N. Y. 

Dear Mr. Lure: I knew Harold Glasser during my 7 years in the State 
Department as Assistant Secretary and Under Secretary. We worked together 
on the problem of foreign funds contro] and other economic warfare matters. 
And he was a member of the United States delegation, of which I was chairman, 
to the first and second UNRRA Council meetings. During these council meetings 
I was impressed with his technical competence and his ability to work under the 
strain of long hours and difficult negotiations, carrying a large part of the burden 
of the financial committee of the council. He was a good working companion, 
maintaining an extraordinary evenness of temper and good humor under what 
were sometimes very trying circumstances. I am sure that he is able to approach 
problems in a well-organized and analytical manner, and that you will find him 
a first-rate economist. 


Sincerely yours, 
Dpran ACHESON. 


Frank Coe followed White as Director of the Treasury Department’s Division 
of Monetary Research. A few days after Hitler invaded the U. S. 8S. R., the 
Treasury sent Coe to London “to advise and assist Ambassador Winant on 
financial and other related economic matters” (exhibit 301). 

Here is a portion of the testimony given by Coe when he appeared before 
us last year: 

“Senator O’Conor. Mr. Coe, are you presently engaged in subversive activities? 

“Mr. Cor. Mr. Chairman, under the protection afforded me by the fifth amend- 
ment. I respectfully decline to answer that question” (U. N., p. 24). 

Perlo’s duties and responsibilities at the Treasury included the following: 

“To serve as an adviser and be responsible for recommending actions required 
in the following fields: 

“(a) Aspects of domestic economy in relation to international financial affairs 
such as the supply of money and its speed of circulation, bank deposits, and 
lending activity, the volume of private savings and their absorption through 
domestic investments, production, and employment trends in industries with 
important potential export markets. 

“(b) The effects on domestic economy of current international financial devel- 
opments and the prospective effects of international financial proposals * * *” 
(p. 402). 

The man who wielded this power in the Government of the United States is 
now an onen propagandist for the Soviet world conspiracy. His book, American 
Imnerialism, was broucvht out by International Publishers, which is the official 
Communist Party publishing house in the United States. The book was given 
the highest praise that communism bestows when the Daily People’s World, 
west coast “mouthpiece” of the party, hailed it with these words: “Perlo brings 
Lenin on imperialism up to date” (p. 406). 

Ader lived with Glasser when both were faculty members at the People’s 
Junior College in Chicago. Adler was representative of the Treasury Depart- 
ment in China after March 1, 1944. He returned to duty in Washington, 
October 5, 1949. 

Adler was nominated by the Treasury in 1942 as the American representative 
on the American-British-Chinese Stabilization Fund. The function of this fund, 
presumably, was to save Nationalist China from the inflation that did so much 
to weaken it as it faced the Communist onslaught. 

In this connection, the subcommittee calls attention to a note found among 
the paners produced by Whittaker Chambers which was written in Harry Dexter 
White’s own hand: 

“We have just agreed to purchase 50 million more ounces of silver from China. 
China will have left (almost all in London) about 100 million ounces of silver. 
Her dollar balances are almost gone.” 






~* 
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When Mr. Nixon introduced this note on the floor of the House on January 26, 
1950, he said : 

“I discussed this excerpt with a man whose judgment I value in analyzing 
such documents, and he informed me that that information in the hands of 
individuals who desired to embarrass the Chinese Government would be almost 
invaluable.” 

Senator Bricker. The next witness will be Mr. John J. Rowe, 


president, Fifth-Third Union Trust Co., Cincinnati, Ohio. 


STATEMENT OF JOHN J. ROWE, PRESIDENT, FIFTH-THIRD UNION 
TRUST CO., CINCINNATI, OHIO 


Mr. Rowe. Mr. Chairman and gentlemen, as an introduction, I 
wish to state that I entered the banking profession in the early fall of 
1907, and had the immediate experience of the nonelasticity of the 
then currency supply in the country. This necessitated the issuance 
of so-called clearinghouse scrip in many cities. At that time, I was 
assigned the task of assisting the listing of collateral, presented by the 
various Cincinnati banks who were members of the Cincinnati Clear- 
ing House Association, which was offered as collateral to secure the 
clearinghouse scrip. After the clearinghouse committee had passed 
upon the quality of the collateral, the scrip was then delivered to the 
respective member banks and put into circulation. 

Naturally, I then became highly interested in the subject of money, 
and have continued since that time to take an active student interest 
in gold, credit, and currency. I have religiously studied and saved 
essays on the subject ever since. 

Paper money is a promise to pay, and it is and has been my firm 
and steady conviction that a promise must carry with it a fulfillment. 

In the earliest times, after, I think I can call it floundering on the 
part of various primitive governments with the use of wampum or 
shells or what have you as money, there developed the coinage of gold 
and silver—then, warehouse receipts, based upon gold or silver in 
various forms in different countries by banks, and there soon developed 
fractional reserves, so to speak, as the credit of the issuing banking 
house became sufficiently established, so that their promise to pay in 
gold was acceptable even though it exceeded their actual gold holdings. 

Our American Colonies issued paper money without having the 
gold to back the issues, and were forced to repudiate when the War 
of the Revolution began, and the Continental Congress then issued 
paper money, without security. The United States emerged victori- 
ous in the fight for independence but financially, in effect, bankrupt. 
because the repudiation of the continental currency followed. 

We then entered the era in chartering of banking corporations by 

various States, the Federal incorporation of the First and.Second 
Banks of the United States, and the banks themselves kept what stores 
of gold and silver coin they could acquire, and this great infant Nation 
grew and prospered with intermittent panics and a fair percentage 
of bank failures. These banks issued banknotes, and these notes 
became the general currency of the country. A little banknote publi- 

cation quoted market quoti ations for outstanding banknotes in circu- 
I ition, with a wide variation in valuation. 

Then came the Civil War, and the Confederacy issued money with 

which to pay their troops and purchase supplies, but had the grace to 
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make the notes payable 2 years after the declaration of peace between 
the Confederacy and the United States Government which event, of 
course, did not happen, as the rebellion failed and the States remained 
a part of the United States Government, and the Confederacy ceased 
to exist. 

It is my opinion that the then birth of the national banking system 
in this country, giving the newly created national banks the power to 
issue banknotes, secured by a deposit of a given percentage of gold 
and United States Government bonds to secure the issuance of paper 
money, was a tremendous advance in monetary policy. This legis- 
lation proved to the world the soundness of banknotes secured by 
Government bonds, and gold, payable in gold if desired. 

In 1861, the United States Government issued paper money without 
having a gold clause in it, but very shortly thereafter established the 
national banking system, and the national banknotes became the 
major paper money in circulation, although the Federal Government 
continued to issue notes, and in 1886 issued silver certificates covered 
by silver deposited in the Treasury, and also issued notes payable in 
gold. 

The Federal Reserve Act, passed in 1913, resulted in the issuance of 
banknotes by the various Federal Reserve banks, secured by the de- 
posit of bonds of the United States Government deposited with the 
Treasury, issued gold certificates in 1928 in larger denominations and 
silver certificates in the smaller denominations, and the national banks 
issued notes secured by the deposit of the United States Government 
bonds with the Terasury. 

I recite the above to emphasize the fact that there was a firm belief 
both on the part of legislators and the public that promises must have a 
fulfillment clause. Coined paper had proved to be a very dangerous 
form of money. 

Since 1934, the Federal Reserve notes became, in effect, a simple 
declaration “This is $1” although, of course, they have a substantial 
total of gold in their assets; in other words, “coined” paper. 

The fundamental subject of the various bills under consideration at 
this time is whether it is safe to again make both gold and silver avail- 
able to the holders of paper money, should they demand it, and at 
what price, and, obviously, when. 

The Federal Reserve System took the place of the previous right of 
issue given by the Congress to the national banks of the country, and 
the balance sheet of the consolidated Federal Reserve banks is an 
extremely simple matter. It is, very roughly indeed, $24 or $25 bil- 
lion in gold, $24 or $25 billion in Government bonds, and on the other 
side of the ledger, $24 or $25 billion in circulating notes, and $24 or 
$25 billion of deposits required to be kept by the member banks on 
deposit with the Federal as their legal reserve requirement. This 
omits all of the minor items on both sides of the ledger, and the ques- 
tion before you gentlemen is, what price tag to put on an ounce of 
gold. 

Our country has grown fantastically, and obviously the ratio be- 
tween the existing supply of gold and the magnitude to which our 
American economy has grown is quite different than it was when the 
Federal Reserve Act was passed. 

The deposits in the banking institutions have grown fantastically, 
the accounts receivable of all merchants and manufacturers are so 
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much bigger than when the Federal Reserve Act was passed, that 
our country is one of the miracles of the human globe. 

We know that costs have risen, offset in a number of cases by un- 
believably increased mechanical processes which have kept costs from 
being impossibly high. 

The price of gold was changed under the Roosevelt administration, 
and in what is believed by many people to be a wholly arbitrary 
manner. 

Is it possible to revert to the legal price of gold before it was de- 
valued? Is the present price of gold fair? Should the production of 
gold be stimulated if its price in dollars rose in a free market? 

Again, gentlemen, this in substance is the heart of the present 
problem. 

I think we all agree that a promise to pay without indicating the 
method of fulfillment is an absurdity. 

It is a subject that the Congress must come to grips with. 

Obviously, the ratio of gold to our total credit structure in this 
country has been dwarfed. 

The other aspect of the problem is the international one. Gold 
has been the international medium of settling trade balances for cen- 
turies. With the maze of different ideologies over the globe and the 
different habits and mores of the variety of character and habit in 
looking at the world population, it seems to me even more imperative 
that gold be retained as the fundamental means of balancing annual 
differences between exports and imports among nations. 

Where it can be demonstrated that an annual trade deficit is tem- 
porary, then temporary loans can be used to temporarily balance total 
transactions; but again it strikes me that this borrowing and lending 
should be negotiated in the public market, and not by governmental 
lending or borrowing to or from other governments. The interna- 
tional aspect of gold resumption and the price tag placed upon it is 
of the utmost importance. 

Now, as to the three specific bills under consideration : 

S. 13 proposes that gold, mined after the enactment of the act, may 
be bought, held, sold, or traded upon the open market within the 
United States, its Territories and possessions, including Alaska, and 
that gold imported after the date of the act may be held, bought, sold, 
or traded upon the open market, and may in turn be exported with- 
out requirement of licenses or permits of any kind. 

S. 2332 reaffirms the $35 price for gold, and provides for full re- 
sumption, effective 1 year after the date of the enactment of the bill. 

S. 2364 provides for a free market for newly mined gold produced 
after the enactment of the act. 

Naturally, this is a very short summary. 

On March 22, six private firms in London resumed the buying and 
selling of gold in the open market. In my opinion, this is a com- 
mendable effort to determine the value of gold in relation to the Brit- 
ish pound, and it remains to be seen what volume of trading in gold 
will result. Britain has been having substantial difficulties in balanc- 
ing its export and import position. 

We know that the increase in the dollar price of gold in this coun- 
try was mace in an arbitrary manner when the $35 price was estab- 
lished in 1934. Obviously, the ratio between the gold stock in this 
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country and the dollar volume of business done has been substantially 
less and less, year by year, as the dollar volume of business has mounted 
in this unbelievable manner for the past decade. 

Does that mean that with the increase in the dollars in all combined 
balance sheets that the price of gold should again be raised? 

Obviously, opinions would vary tremendously and, in my judgment, 
it is a sheer matter of opinion, and that possibly and quite probably a 
free and open market for newly mined gold might be the only way to 
answer it. 

As I see the horizons ahead of us, I feel sure that new discoveries, 
new inventions, and new techniques offer a long-range vista ahead of 
us beyond any human ability to forecast. 

Is our present Congress willing to drastically cut its expenses, 
reduce the number of people on Government payrolls drastically, in 
order to reduce the impact upon costs, and therefore prices of all man- 
ufactured goods in this country ? 

High taxes naturally increase wages and salaries and, in the long 
run, prices are governed by costs. 

Therefore, in my opinion, if we are now willing to resume an open 
market for newly mined gold, there should be with it a strong declara- 
tion of policy from our Government of its intention to economize suffi- 
ciently to not only balance its budget, but to steadily reduce its out- 
standing debt. 

Inasmuch as, since the 1934 increase in the price of gold, the total 
dollar volume of business in this country has mounted so fantasti- 
-ally—primarily, in my opinion, due to the amazing human ingenuity 
of business—it is necessary to ponder how large our gold stock should 
be, as expressed in dollars, and whether there is any sacred obligation 
to retain the $35 price. 

Will a $35 price acquire the amount of gold which should be held 
in the Federal Treasury or in the vaults of the Federal Reserve banks ? 

The open market has been a wonderful test for commodities, and 
the open market has been one of the great liberties this country has 
enjoyed. I am inclined to believe that the open market might shortly 
establish a $35 price as being fair, and I cannot help but feel that the 
test of the open market should be made possible. I state that I am 
inclined to believe. I don’t have the foggiest notion what an open 
market would do, but I believe in it. 

Stored gold earns no interest. It is a sheer temporary speculation 
as to price. The amount needed by the arts is comparatively small, 
and I know of no way in a free economy to establish the dollar price 
of any article except through the open market. Obviously, the United 
States Treasury and the Federal Reserve banks would feel impelled 
to increase their gold stock at the present price. 

As to immediate resumption, panic in the past has struck with little 
warning, and while I do not feel that the public would stampede for 
gold if our paper currency could purchase it freely, I would not per- 
sonally be ready to take such a risk if I were a Member of the Congress. 

Obviously, if a free market carried gold to a premium, there might 
be substantial imports of gold which conceivably could work the price 
lower because, after all, gold earns no interest. 

Summing it up, I am strongly in favor of free markets in an 
economy. 
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Senator Bricker. Mr. Rowe, when England opened up the market 
in gold, a limited market of course, it settled at about the $35 price! 

Mr. Rowe. Yes. 

Senator Bricker. Do you feel that was determined largely by our 
price ? ear 

Mr. Rowe. Well, I think personally that their supply of it is not 
very large. The means to buy it is very definitely limited. So I do 
not look upon it as a real test of the price of gold. 

Senator Bsicxer. That is what I was getting at. It largely reflects 
more what we are paying for it than what the free market might be 
in that limited field ? 

Mr. Rowe. Europe wants gold to settle their balances over here. 
They haven’t got it in enough quantity to match what they would 
like to import. 

Senator Bricker. Have you any questions, Senator Frear? 

Senator Frear. No. 

Senator Bricker. We want to thank you, Mr. Rowe, for coming 
down. We invited you because of your long experience in the study 
of this problem. 

The next witness will be Mr. Philip Cortney, of New York. 


STATEMENT OF PHILIP CORTNEY, NEW YORK, N. Y. 


Mr. Cortney. Mr. Chairman and members of the committee, I have 
prepared a written statement to be made part of my testimony but I 
shall only present a few remarks and will make them as brief as I can. 

Senator Bricker. We will make your complete statement a part of 
the record at the end of your remarks. 

Mr. Cortney. Thank you, Mr. Chairman. 

Having read the statement made by Mr. Burgess before this com- 
mittee, I should be surprised if the present management of the Treas- 
ury and the management of the Federal Reserve agree on the role that 
gold should play in our monetary system; yet they agree on what is 
called our gold policy. We and the rest of the world are badly in 
need of a gold-standard system. Gold is essentially a matter of inter- 
national importance and yet we deal with it as if it were a national 
issue. Our country and the world needs the urgent restoration of an 
international currency, which can only be gold because most people 
have lost confidence in fiat currencies. Only the restoration of an 
international gold-standard system will put an end to arbitrary do- 
mestic inflation and make possible unhampered international trade 
without discrimination against American goods and without constant 
intervention of governments by means of quotas, exchange controls, 
and other expedients. 

Mr. Chairman and gentlemen, I submit that the free world has an 
unstable and precarious monetary situation, based essentially on Amer- 
ican inflation of money and credit and on extravagant spending of 
dollars for aid, offshore procurement and the maintenance of Amer- 
ican troops abroad. 

Mr. Burgess has explained what our gold policy is. The main result 
of our so-called gold policy is the following: 

First, it prevents the restoration of an international currency vitally 
necessary as an economic weapon of our foreign policy; secondly, our 
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gold policy is basically inflationary, contrarywise to the assertion 
made by Mr. Burgess, because it allows our money managers to con- 
tinue monetizing the debt and tampering with the so-called reserves. 

Mr. Chairman and members of the committee, postwar deflation 
is as classic a phenomenom as inflation during war, but many people 
of responsible positions believe we can avoid postwar deflation by 
further paper money inflation. After world War I we were faced 
with two problems: First, to give again to the world currencies in 
which the peoples have confidence. Managed currencies have turned 
out to be just another name for chronic currency depreciation. The 
second problem facing the world is to prevent a strong deflationary 
trend of prices as the result of the stoppage of inflation and of the 
restoration of the gold standard. 

Only gold inspires universal and unqualified confidence. It is my 
belief that only by having gold correctly priced can we accomplish 
the following objectives to check inflation without a strong defla- 
tionary trend of prices. The first objective to be accomplished is to 
regain the international liquidity necessary to the restoration of un- 
hampered, nondiscriminatory multilateral trade. The second aim to 
be accomplished is by restoring sound money to avoid a strong defla- 
tionary trend of prices. 

I wish to state clearly and emphatically that to my mind the price 
of gold is an issue only if we are determined to stop the monetizing of 
Government debt and restore the gold standard internationally. 
Specifically, I am opposed to a change in the price of gold in order to 
create convertibility funds or for closing the dollar gap and still less 
as a relief to producers of gold. 

The reason why the 1929 depression was so deep and prolonged 
remains a mystery to many people. Many individuals are putting the 
main blame on the speculative bubble on the stock market. But the 
speculative bubble itself was due to the managed currency experiment 
of the Federal Reserve Board, which had worldwide repercussions. 

After World War I we tried to maintain simultaneously the prewar 
1914 price of gold in terms of the dollar and sterling, and the postwar 
inflated-price level. The Federal Reserve Board succeeded in holding 
up the price level for a surprising length of time by an abnormal 
expansion of credit, but in so doing it aided in producing the boom. 
The illusion that we could maintain both the prewar 1914 price of gold 
and the postwar inflated-price level was shattered by the great depres- 
sion, and the historic fact is that finally the purchasing power of 
sterling and of the dollar had to be adjusted to the purchasing power 
of gold. It isthe hyperelasticity of our Federal Reserve System which 
made possible the managed currency experiment that gave the 1929 
depression its severe character and broke the gold standard. 

Mr. Chairman and members of the committee, it is important to 
understand that our managed currency experiment is tampering with 
our standard of value. If one reads our Gold Act of 1900, one realizes 
that Congress wanted a monetary system in which the purchasing 
power of the dollar is made to vary with the purchasing power of our 
standard of value, which is gold. However, the hyperelasticity of our 
Federal Reserve System made it possible for us to monetize debt and 
increase the supply of money and credit to such an extent that the 
value of gold is made to conform to the purchasing power of the dollar. 
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The present price of gold prevents the rebuilding of adequate gold 
reserves by central banks and forces many countries to maintain 
exchange controls, and also forces the United States to either tamper 
with fake reserves or continue monetizing of debt. 

Some people hold the view that a rise in the price of gold would 
benefit the Soviet Union. First of all, the suggestions that the Soviet 
Union has a large production of gold and large reserves are largely 
unsupported. Furthermore, on this theory, are we not also helping 
the Reds when we are selling goods at low prices? The answer to 
this riddle seems to be that it requires a state-controlled organization 
to trade with another state-controlled organization. Why is it ac- 
ceptable that the free world should pay normal prices for Russian 
manganese and other raw materials and not for gold? The price of 
gold is manifestly maintained arbitrarily low by artificial means. 
The best proof is the small production of gold. Our own gold policy 
is evidence that the price of gold is maintained low by the policies of 
our Federal Reserve System. 

The free world needs gold more than any other materials we buy 
from Russia. As a matter of fact, I contend that Russia is almost by 
necessity rendering a great service to the free society by sending gold 
to it. I don’t see any reason why we shouldn’t pay for gold a normal 
price, as we are ready and willing to pay for other raw materials. 

It is contended by some that a free-market gold or the redemption 
of currency will lead people to hoard gold. Historical facts do not 
support this view. As long as our monetary and fiscal affairs are 
managed competently and w visely, with the help of the gold standard 
discipline and proper banking laws, no one is inclined to buy gold as 
a protection against the deterioration of the currence y. No one likes 
to hoard gold, ‘Decause gold does not earn any interest. 

Mr. Chairman and members of the committee, my proposals of what 
should be done are in my memor andum, but I submit that the least 
you should do right now is to restore the right of Americans to hold 
gold, to export it, import it as they wish; in 1 other w ords, you should 
restore the free market for gold, to get away from the anomaly where 
gold is not considered a commodity. Asa matter of fact, neither is it 
considered a currency. We should also stop selling gold to industrial 
users. They should buy the gold they need on the free market. 
Thank you, Mr. Chairman and members of the committee. 

Senator Bricker. Have you any questions ? 

Senator Frear. On page 5 of your statement you suggest a change 
in the price of gold to about $70 an ounce. Is that a recommendation 
of yours? 

Mr. Cortney. Yes. 

Senator Frear. What do you consider the normal years on which 
you would base this increase in price to $70? Do you have any basis 
for what that might be? 

Mr. Cortney. Senator, I am in the midst of writing a few articles 
trying to prove that we can roughly calculate an approximation of 
what the price of gold should be. There are various w ays of going 
about it. The discussion is rather technical. If you permit, I will 
finish that paper and J could make it a part of this testimony. 

Senator Frear. I don’t want to delay the subcommittee. We are 
running behind now. The increase in the price of gold from $20.67 
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to $35 an ounce was also accompanied by a devaluation of the dollar 
or a decreased purchasing power of the dollar, was it not? 

Mr. Corrney. The reason we changed the price of gold at that 
time—— 

Senator Frrar. If you increase the price of gold from $35 to $70 
an ounce, would that also carry with it a dev aluation or decrease in 
the purchasing power of the dollar? 

Mr. Corrney. Senator, I believe we should not confuse a devalua- 
tion with a worldwide readjustment of the price of gold to the present 
production and the level of prices and wages. Those are two differ- 
ent things. In fact, there is a paragr aph i in my prepared statement 
on that particular point, if you would be good enough to refer to para- 
graph 11. There you will find I have elaborated on the difference be- 
tween what is called the devaluation and what is meant by a world- 
wide readjustment of the price of gold in order to put in harmony the 
gold production with the level of prices and the incomes. 

Let me add one thing, Senator, if the chairman will permit, that I 
do not believe that once we have indulged in monetary inflation, as 
different from credit inflation, and if we have permitted the monetary 
inflation to exert its influence on prices and wages, that the process is 
reversible. I don’t believe you can deflate after that. The best you 

can hope is to maintain that kind of price level you have reached. 
To hope that you can deflate the monetary means you have injected 
in the economy is to me against all the lessons of monetary history. 

Senator Frear. You must base that statement on some type of 
index. We are talking, are we not, about a domestic index or a world- 
wide index? 

Mr. Cortney. There is a close relationship between the movement 
of prices in our country and elsewhere. The thing I want to make 
clear is that the level of prices has risen where it is presently only 
because we have monetized debt. 

Senator Frear. Since we have monetized our debt, the only way 
to equalize it is to raise gold to $70 an ounce? 

Mr. Cortney. Yes, to stop monetizing the debt. 

Senator Bricker. Thank you very much, Mr. Cortney. 

(Mr. Cortney’s prepared statement follows 3 


STATEMENT OF PuiLie CortTNEY, New York, N. Y. 


1. I am in favor of returning to an international gold standard system; 
the quicker the better for the free world. 

2. The problem of restoring the gold standard is essentially international and 
not national. The impact of our monetary and gold policies on the rest of the 
world is tremendous, 

8. Only a return to the international gold standard will put an end to arbirtrary 
domestic inflation and will permit the recovery of self-equilibrating tendencies 
in international trade based on the effective operation of the price system. The 
necessary conditions for a workable international gold standard system’ are 
fundamentally the same as the conditions most favorable to uncontrolled, un- 
hampered, nondiscriminatory multilateral trade. The essential condition for a 
return to the gold standard is to stop inflation, which is an essential condition 
for reestablishing the self-correcting tendencies in international trade. With- 
out a return to the gold standard, international trade will be hampered by 
constant arbitrary intervention of governments and will remain, as presently, a 
hodgepodge of expedients and makeshifts. 

4. The free world has a disorderly, unstable, and precarious monetary situa- 
tion based on American inflation of money and credit and extravagant out- 
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pourings of dollars for aid, offshore procurement, and expenses of American 
armies maintained abroad. 

5. Most of the countries have lost their trust in fiat money and need stable, 
confidence-inspiring currencies as badly as they need their free convertibility. 

6. Autonomous monetary policies of various countries are incompatible with 
stable exchange rates, freely interexchangeable currencies and multilateral, un- 
hampered, nondiscriminatory trade. For social and political reasons, the volun- 
tary coordination of monetary policies is no substitute for the international 
gold standard. 

7. Postwar deflation is as classical a phenomenon as is inflation during 
war. 

Like after the First World War we are faced with two problems: (@) to give 
again to the world currencies in which the peoples have confidence. “Managed 
currencies” have turned out to be just another name for chronic currency 
depreciation; and (0) to prevent a strong deflationary trend of prices as a 
result of the stoppage of inflation and of the restoration of the gold standard. 

Only gold inspires universal and unqualified confidence, and it is my thesis 
that only by having gold correctly priced can (a) inflation be checked without 
a strong deflationary trend of prices; and (b) can we regain the international 
liquidity necessary to the restoration of unhampered, nondiscriminatory multi- 
lateral trade. 

I wish to state clearly and emphatically at the outset that to my mind the 
price of gold is an issue only if we are determined to stop the monetizing of 
Government debt and restore the gold standard internationally. Specifically I 
am opposed to a change in the price of gold in order to create convertibility funds 
or for closing the dollar gap and still less as a relief to producers of gold. 

8. The reason why the 1929 depression was so deep and prolonged remains 
a mystery to many people. Many individuals are putting the main blame on 
the speculative bubble on the stock market. But the speculative bubble itself 
was due to the “managed currency” experiment of the Federal Reserve Board, 
which had worldwide repercussions. 

After World War I we tried to maintain simultaneously the prewar 1914 price 
of gold in terms of the dollar and sterling, and the postwar inflated price level. 
The Federal Reserve Board succeeded in holding up the price level for a sur- 
prising length of time by an abnormal expansion of credit, but in so doing it 
aided in producing the boom. The illusion that we could maintain both the 
prewar 1914 price of gold and the postwar inflated price level was shattered by 
the great depression, and the historic fact is that finally the purchasing power 
of sterling and of the dollar had to be adjusted to the purchasing power of gold. 
It is the hyperelasticity of our Federal Reserve System which made possible the 
“managed currency” experiment that gave the 1929 depression its severe charac- 
ter and broke the gold standard. 

9. It is important to understand that our “managed currency 
tampering with our standard of value. 

If one reads our Gold Act of 1900, one realizes that Congress wanted a mon- 
etary system in which the purchasing power of the dollar is made to vary with 
the purchasing power of our standard of value which is gold. However, the 
hyperelasticity of our Federal Reserve System made it possible for us to mon- 
etize debt and increase the supply of money and credit to such an extent that 
the value of gold is made to conform to the purchasing power of the dollar. 

In monetary systems which use gold as reserves of central banks there is a 
relationship between the stock of gold, gold production, credit expansion which 
gold reserves make possible, and the general price level. Now, the present level 
of prices is not the result of a normal relationship with the production of gold, 
but the outcome of huge monetizing of debt in the United States as well as in 
most other countries since 1939. 

If we had not used Goverment debt as monetary reserves the price level would 
not have reached the present heights and the gold production would be much 
larger (because costs would be lower). By maintaining our price of gold at $35 
an ounce and allowing the price level to increase, thanks to the monetizing of 
debt and tampering with fake reserves, we have created a situation pernicious to 
the rest of the world and untenable even by us in the long run. 

All the governments have allowed the growth of money and credit greatly 
in excess of what would have been possible if the conditions regarding con- 
vertibility into gold had been maintained. Therefore, the international liquidity 
in gold has to be restored by a change in the price of gold and by its increase 


experiment is 
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of production, if we are to stop inflation and yet prevent a strong worldwide 
deflationary trend of prices. 

The present price of gold prevents the rebuilding of adequate gold reserves 
by central banks and forces many countries to maintain exchange controls; it 
also forces the United States to either tamper with fake reserves or continue 
monetizing of debt. 

In considering responses to world problems it is vital to realize that in most 
of the countries gold serves not only as a means to settle foreign balances of 
payments, but also as a means to sustain confidence in the national currencies. 
Even if we accept the assumption that the United States can still add to 
monetized Government debt to provide artificial reserves for its monetary 
system, it is a fact that this practice cannot be used any more by most of the 
other countries because their peoples have lost confidence in fiat money. 

10. The increase in the price of gold is also necessary in order to increase the 
liquidity of the free world. Gold is necessary in most countries not only for 
the settlement of international balances but also as a means to maintain con- 
fidence in the soundness of the national currency. 

The gold reserves of the free world (outside the United States and Russia) 
have increased since 1928 by barely 25 to 30 percent (in dollars measured at 
$35 an ounce), while the money supply has increased about 4 or 5 times. Inter- 
national trade is about 2144 times the amount in 1938, due mainly to the rise in 
prices. Yet under a system of autonomous-monetary management, with most 
countries hypnotized by the full-employment doctrine, the reserves need to be 
much larger than under a gold-standard system with flexible prices and wag 
Our own inflationary monetary policy, aiming at full employment and the 
maintenance or rise of wages and prices, creates the danger of sudden important 
setbacks and large decreases in our imports. 

The present gold reserves appear inadequate even if we take into account the 
large stock held by the United States. 

11. Some people contend that a rise in the price of gold means the devaluation 
of the dollar. They simply forget that the dollar has already been depreciated 
since 1939 by more than 50 percent due to inflation by monetizing of Govern- 
ment debt. I do not believe that monetary inflation can be remedied by mone- 
tary deflation, once the inflation has exercised its influence on the level of prices 
and wages. Therefore, our concern should be to stabilize, as far as feasible and 
compatible with sound money, the present purchasing power of the dollar. 

Many people confuse the quest for a worldwide rise in the price of gold in 
terms of all national currencies with a quest for a devaluation of the dollar. 

I wish to make clear that a devaluation of a currency is usually designed to 
take care of the lack of balance between internal prices and world prices by a 
change of the exchange rate, while a worldwide adjustment in the price of gold 
is designed to reestablish a normal relationship between gold production and 
the production of goods without giving rise to a strong deflationary trend of 
prices. The adjustment in the price of gold is essentially an international issue 
and does not necessitate a change in exchange rates. 

12. Some people maintain that the discipline of the gold standard will function 
when we don’t need it and that Congress or Parliament will abolish any law 
preventing inflation if they think they ought to have it. 

It is obvious that a democracy, endowed with universal suffrage, can forego any 
kind of discipline or restraint if it so chooses. But it is well to keep in mind 
that the discipline of the gold standard mechanism becomes too severe only 
if we mismanage our monetary and fiscal affairs and if the commercial banks 
abuse the use of credit, and particularly if they extend long-term or inflaionary 
bank credit. 

The remedy is, therefore, to make impossible by legislation the abuse of credit 
by the banks and to amend the Constitution so as to prevent us from suspending 
the gold standard in time of peace. 

15. It is contended by some that a free market for gold or the redemption of 
currency will lead people to hoard gold. Historical facts do not support this 
view. As long as our monetary and fiscal affairs are managed competently and 
wisely (with the help of the gold standard discipline and proper banking laws) 
no one is inclined to buy gold as a protection against the deterioration of the 
currency. 

14. Some people hold the view that a rise in the price of gold would benefit 
the Soviet Union. First of all, the suggestions that the Soviet Union has a 
large production of gold and large reserves are largely unsupported. Further- 
more, on this theory, are we not also helping the Reds when we are selling goods 
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at low prices? The answer to this riddle seems to be that it requires a state- 
controlled organization to trade with another state-controlled organization. 

It seems to me a sounder argument that if we don’t restore monetary order we 
are strengthening Russia’s hand because we make ourselves more vulnerable to 
inflation and depression, and thus foster social troubles and agitation. 

15. What is wrong with the kind of restricted international gold bullion 
standard we have in the United States? 

(a) American residents cannot redeem their dollars into gold. Worse yet, 
they cannot hold gold. The least we should expect from a gold-bullion standard 
is that there be a free market for gold, and that its export and import should be 
possible without any interference from the Government. In our system we have 
put gold in the anomalous position where it is neither money nor a merchandise. 

(b) In a gold-standard system there should be correspondence between the 
purchasing power of gold and that of the monetary unit, in our case the dollar. 
What we have in the United States ever since World War I is a kind of arbitrary 
standard, or, if we prefer, a dollar standard. Because of the hyperelasticity 
of the Federal Reserve System and of the great economic power of the United 
States, the purchasing power of gold is made to conform to the purchasing power 
of the dollar, instead of the reverse, as should be the case in a real gold standard 
system. 

16. The least we should do right now is to restore the right of the Americans 
to hold gold, to export and import it as they wish. In other words, we should 
restore a free market for gold, to get away from the anomaly where gold is not 
considered a commodity. 

We should also stop selling gold to industrial users. They should buy the gold 
they need on the free market. 

17. The steps I consider essential for a return to a gold standard are the 
following : 

(a) Stoppage of inflation and specifically stoppage of further monetizing of 
Government debt by the Federal Reserve banks and the commercial banks. 
There should also be an upper limit, very near the present one, of Government 
bonds which the Federal Reserve banks may hold. 

(0) A free market for gold in the United States and the freedom to export and 
import gold. 

(c) A change in the method of operation of the Federal Reserve System so 
as to create a closer relationship between our gold reserve and the money 
supply. 

(d) A change in the price of goid to about $70 an ounce, 

It would take long years and well-thought technical precautions to determine 
on the free market what the new price for gold should be, assuming a worldwide 
readjustment of the price of gold. 

Contrary to the opinions expressed by some experts, I believe that we can 
calculate, with a rough approximation, what the new price of gold should be 
to avoid a strong deflationary trend of prices. 

(e) I would not consider it essential at the beginning that we redeem our 
money into gold bullion or gold coin, provided we have a free market for gold. 

(f) After a few years of operation under these conditions we should consider 
the return to a gold-coin standard. 


Senator Bricker. Our next witness is Mr. B. F. Pitman, of San 
Antonio, Tex. You may proceed, Mr. Pitman. 


STATEMENT OF B. F. PITMAN, JR., SAN ANTONIO, TEX. 


Mr. Prrman. Mr. Chairman and Senator Frear, since the technical 
aspects of the several gold bills under consideration have been cov- 
ered by qualified experts, I shall confine my observations to what may 
be called the moral side of the money question from the standpoint of 
a “plain vanilla citizen.” 

A condensed summary of my views on four phases of what I call 
monetary morality follow: 

1. Inconvertible currency is causing a “flight from the dollar,” 
which may disrupt our capitalistic system. 

2. The threat to our free-enterprise system of a managed currency. 
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3. The political motives which obstruct a return to convertibility. 

4. The illusion that gold is useless and unessential. 

On Monday, Mr. Randolph Burgess stated, and I quote: 

All business life depends on the making of promises, commitments, and their 
fulfillment. Lending and borrowing money, contracts to buy and sell goods and 
services, savings and investments all depend on confidence that money will keep 
its value. When this confidence is broken, as we have seen in so many countries, 
the economic life is disorganized and retarded. 

Since few people would disagree with Mr. Burgess’ statement, it 
logically follows that loss of confidence by our citizens in the endur- 
ing value of our money would be a catastrophe. There are several, 
perhaps hard to recognize, signs that faith in the future value of the 
dollar is disappearing. For example, the stock-market boom—vari- 
ous reasons are given for renewed upsurge in the market but the most 
popular explanation seems to be that a new wave of inflation is already, 
or soon will be, underway. 

People with money in both large and small amounts are eagerly 
buying shares in various enterprises. Domestic stocks being better 
known are more popular but funds are finding their way into foreign 
securities also. In some cases, these investments are made because of 
an abiding faith in the future of American business. This is, of course, 
wholesome and desirable. My bread and butter in a large measure 
depends upon the continued growth and expansion of the American 
economy, and I earnestly hope that faith in our institutions will again 
be the strong force behind participation in American enterprise. 
However, there is much evidence to indicate that such wholesome 
and desirable motives are today outweighed by the urge to hedge 
against inflation. 

Last month I was discussing gold and monetary policy with a 
highly regarded Congressman who is greatly interested in the Nation’s 
fiscal policies. He confided in me that he had sold all his Govern- 
ment bonds and bought stock. I would wager a small amount that 
most of the distinguished members of the committee have their sav- 
ings in stocks, real estate, oil, gold, art treasures, or something sim- 
ilar—not in Government bonds, mortgages, annuities, or fixed-income 
securities. Why are astute individuals avoiding investments payable 
in a fixed number of dollars? Because of an intuitive distrust in the 
future value of our money. And why has public confidence been 
shaken? Many people would simply shake their heads and reply 
that they don’t know but that something is wrong and the dollar isn’t 
what it used to be. They will probably add that presumably in the 
future, as in the past, our currency will continue to progressively be 
worth less. 

The increase in debt, both public and private, indicates the thinking 
of the times. A growing number of people mortgage their homes 
as heavily as possible on the theory that they will eventually pay off 
the debt in cheap dollars. The pattern followed by moneywise individ- 
uals before and during the French and German inflations is in a 
limited way noticeable in this country. I refer to the preference 
for things over money. 

The building boom continues, mostly on borrowed capital. Thin 
real-estate equities have in the past provided some protection against 
money dilution. Land values are historically high. Prices appear 
out of line when economic worth is considered, but despite falling 
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income from agricultural activity, there are many eager buyers and 
few sellers. The familiar theory is that no new land is being created 
but unlimited paper money may be created until checked by the 
reestablishing of true convertibility. The lack of a medium of storage 
value in which people feel secure has far-reaching and unfavorable 
Ee 

iat money has a tendency to encourage speculation and overexpan- 
sion and discourage frugality. Signs on the horizon suggest that 
the evils which have alw ays accompanied inconvertible money are 

veer ing in our own country 

Vhile the movement away from money is still comparatively mild, 
it may properly be defined as an incipient “flight from the dollar.” 

The managed currency system under which we now operate is 
inimical to free enterprise. The nationalization of gold reserves 
supporting the currency is characteristic of a collectivist state, such 
as Russia. What moral justification is there for denying the United 
States citizens the right to possess gold? The weak ‘argument is 
given that the monetary reserves should be under strict Government 
contro] as a defense for the dollar in its international function; the 
gold belongs to all the people and should be used for the benefit and 
protection of everyone, so the argument goes; no capricious individ- 
ual should have the privilege of demanding a sizable chunk of the 
Fort Knox reserves for his personal protection. Such arguments, 
in one respect, are an admission that the gold reserves, valued at 
$35 an ounce, are inadequate, and that astute people, distrustful of 
the intrinsic value of the dollar, prefer to hold gold in preference 
to currency. I contend that the best thing for all the people is the 
restoration of democratic institutions and unshackling the free enter- 
prise system. The highest standard of living the world has ever 
seen is the result of our cé upitalistic system. The smooth func tioning 
of our democratic institutions requires the free play of economic 
forces. 

The present practice assumes that the judgment of a small group 
in the Federal Reserve and Treasury is superior to the collective 
judgment of the people. The value of our money, which is the life- 
blood of the economy, as well as a vital factor in the social, political, 
and even moral well-being of the Nation, is controlled by a small 
group of undoubtedly well intentioned, but perhaps not clarvoyant, 
men. Such a condition is basically and fundamentally contrary to 
all the tradition of this country, Since a citizen is denied the inherent 
right to own gold, the fantastic power of these men under present 
conditions may not be challenged. If political pressures cause them 
to become myopic, who can gainsay the decisions? 

Recently a gratifying swing from collectivist ideology back to time- 
tested, revered free enterprise has been evident. Now a repudiation 
of fiat money and the restoration of the right of a citizen to own 
gold is the solemn duty of our Government. 

I cannot express the political motives which have so far obstructed 
a return to gold any better than by quoting verbatim the following 
editorial which appeared in the Wall Street Journal, June 12, 1953: 
Why we remain off gold: 


Why does our Government continue to maintain an inconvertible paper cur- 
rency? What better, what more constructive step could it take than to return 
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to a real gold money standard, internally as well as externally? Why not 
perform the promise of the Republican campaign platform? 

Such is the substance of a letter from a Midwest reader, printed on this page 
of today’s issue. The note he sounds is precisely in tune with the veritable 
chorus of opinion among professional economists, both here and abroad. The 
other day the Bank for International Settlements—not to be confused with the 
International Bank for Reconstruction and Development—issued from its head- 
quarters in Switzerland a declaration that a return to general currency con- 
vertibility was “a practical problem of the greatest urgency.” The convertibility 
which would permit the “free foreign exchange markets” for which the BIS 
pleads means, of course, convertibility into gold at fixed ratios for the respective 
currency units. 

Well, there are several reasons why the United States lingers in the lap of 
fiat paper, not one of which is good in economics, though some are more or 
less useful in the political arena. First among them is the fact that rendering 
our paper and deposit dollars convertible into gold at the domestic holder's 
option would set up a potential break on the volume of our Government’s 
spending. Now political officeholders, of course, are unanimously against any 
more Government spending than the public welfare requires. Actually, they put 
their trust in their own collective judgment of the public welfare as they 
iterpret it in terms of what will most nearly content the respective pressure 
groups which elected them. 

Moreover, there are some bankers and some businessmen who hold that Govern- 
ment spending, credit controls, and fiscal policies in general should be flexible 
under the management of those fit to do the managing, instead of being subjected 
to the rigid regulation which the people’s freedom to choose between gold dollars 
and paper dollars is asserted to impose. These are doubtless minority groups, but 
they appear to exert an influence out of proportion to their numbers. They seem 
to assume that those who own paper dollars, bank deposits, and thrift accumula- 
tions should hold no part of the jurisdiction over the exchange value of the 
dollar. 

In accounting for our adherence to the paper dollar standard some allowance 
must no doubt be made for the fact that since the election of last November 
issues other than the money standard, seemingly of more immediate urgency, 
have distracted the attention of Congress, the administration and the people 
themselves. And it is true that a return to gold convertibility at home—foreign 
governments and central banks can even now convert dollar deposits into gojJd— 
is not the only available brake on Government spending. Congress can do 
something about that, if or when it has the will to do it. 

Our Midwest correspondent refers to the gold standard plank of the Republican 
platform. As this newspaper said at the time, that plank put the cart before 
the horse by saying in effect that our return to gold could only follow a stable 
world economy, thus postponing it indefinitely if not forever. What Treasury 
Secretary Sherman once said about specie payment during the 1870's fits our 
present monetary situation : “The way to resume it is to resume.” 

We think it all comes down to this: Congress, the administration and the 
people have not yet made up their minds about breaking away from their long 
indulgence in Government profligacy and the paper money line of least resistance 
to it. But we hope and believe they will make the right decision in the not too 
distant future. 


In recent years, while socialistic theories were fashionable, a school 
of thought grew up which pronounced gold as a useless and worthless 
commodity. It was deemed to be unessential in commerce and in- 
dustry and had also lost its potency as a monetary base. Then, too, 
gold producers were down at the bottom of the list—along with the 
manufacturers of artificial flowers and investment bankers—as un- 
essential to the national defense effort. It is perhaps superfluous to 
point out that, contrary to the contention of some of the modern 
economists, gold as a monetary base is today even more important than 
it was 50 or 100 years ago. ‘Trading in the yellow metal on the free- 
world markets has been almost equal to the inadequate total world pro- 
duction. Royalty payments made by some of the major United States 
oil companies to Middle Eastern countries are required to be paid in 
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gold. Hardly a month goes by but that a devaluation of some foreign 
currency occurs brought on by too much currency or too little gold. 
The official parity of any currency, although sometimes stated in terms 
of dollars or pounds, is gold. Although some of our financial tech- 
nicians insist that gold is no longer vitally important as a monetary 
base, United States reserves are carefully guarded lest ordinary citi- 
zens, seeking security, obtain same. It may be significant that the 
rise in Canadian dollars, German marks, and British pounds against 
United States dollars has occurred concurrently with a substantial 
increase in their respective gold reserves. 

It is perplexing to me to note that some observers consider gold 
unessential in wartime. It may be recalled that in the last war Gen. 
Mark Clark took gold into North Africa to use in paying the natives. 
More recently the Russians offered gold for various goods and com- 
inodities. They found eager sellers. The debasement which occurs 
in the currencies of belligerent nations in times of war is a generally 
accepted fact. The Paley report indicates that we are increasingly 
dependent upon foreign countries for materials critical in wartime. 
All these essential commodities have been and always will be readily 
available if we have gold to pay for them. Sordid though it may 
sound, high ideals often ev raporate in times of war stress. Hence, in 
the future as in the past, critical sipplies will flow to the nation which 
has the universally accepted medium of payment—gold. I submit 
that gold should be high, if not on the top, of the list of critical and 
strategic metals. 

Senator Bricker. Thank you, Mr. Pitman. We have to close. 
There has been a second quorum call for a live quorum. Senator 
Frear and I have to report there. We cannot hold a hearing this 
afternoon. There is a meeting of the Atomic Energy Committee, 
writing up a bill. I will have to be present. Senator Frear has 
another commitment. 

Mr. McKenna and Mr. McLaughlin are here. If you will see Mr. 
Stevenson or Mr. Dixon after the heari ing is recessed, they will make 
arrangements to suit your convenience for your testimony either by 
way of presenting your statement, or by way of appearing here to- 
morrow morning. We appreciate your courtesy. We are sor ry we 
couldn’t complete the hearing of all the witnesses we had today. “This 
is a controversial matter and a complex matter and we want to get all 
the information we can on it. We will recess until 10 o’clock tomor- 
row morning in this room. 

(Whereupon, at 12:30 p. m., the subcommittee recessed to reconvene 
at 10 a.m., Thursday, April 1, 1954.) 


45980—54—_-17 





me 


GOLD RESERVE ACT AMENDMENTS 





THURSDAY, APRIL 1, 1954 


Unrvep States SENATE, 
SUBCOMMITTEE ON FepERAL Reserve MAtTrers 
OF THE BANKING AND CurrENCY CoMMITTEE, 
Washington, D.C. 

The subcomniittee ret, pursuant to call, at 10:05 a. m., room 301, 
Senate Oflice Building, Senator John W. Bricker( chairman) pre- 
siding. 

Present: Senator Bricker. 

Also present: Senators Bush and Frear. 

Senator Brickrr. The subcommittee will come to order. The first 
witness this morning will be Mr. Donald McLaughlin, president of the 
Homestake Mining Co. of San Francisco. 


STATEMENT OF DONALD McLAUGHLIN, PRESIDENT, HOMESTAKE 
MINING CO., SAN FRANCISCO, CALIF. 


Mr. McLaveuuw. Mr. Chairman, I am Donald H. McLoughlin, 
president of the Homestake Mining Co. and chairman of the Gold 
Producers Committee of the American Mining Congress. I have 
been asked to submit a statement from Professor Kidner, Depart- 
ment of Economics of the University of California, who wired me last 
night that he could not attend. With your permission, 1 will submit 
this statement in his behalf. 

Senator Bricker. Thank you very much. It will be made a part 
of the record at this point. 

(The statement referred to follows:) 


STATEMENT OF FRANK L. KIpDNER, DeEPART\IELNT OF ECONOMICS, UNIVERSITY OF 
CALIFORNIA 


The views expressed below are subdivided into two general sections: (1) those 
which relate to 8. 18 and 8. 2364, and (2) those which relate to S. 2332 and S, 2514. 
Of the four bills before me, S, 2332 is the most comprchensive and it is for this 
reason that it is treated separately. 

S. 2364 is designed to permit the free marketing of newly mined gold. It does 
not explicitly touch upon the import or export either of newly mined gold or of 
existent geld stocks, and it is to be assumed, therefore, that no change is con- 
templated in these respects unless, respecting newly mined gold, explicitly re- 
ferred to by the word “transport” m line 8, is taken to include the term export. 
Since S, 13, treated below, makes explicit reference to export, comments on this 
point will be included in the discussion of that bill. 

S. 2364 does not contemplate any alteration in the definition of the dollar in 
terms of gold and hence no change in the buying rate or the selling rate of the 
Treasury. It would appear that, as heretofore, the Treasury would find it neces- 
sary to buy and sell at the existing rate, and that consequently the market price 
could not be expected to deviate substantially or long from that made effective 
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by the largest single agency influencing the market. Since the bill refers only to 
newly mined gold and in light of the views expressed above, it would appear 
that the gold reserves of the Treasury, both that part which constitutes reserves 
against gold certificates and the so-called free gold in stock, would not be 
affected. 

S. 13 goes farther than 8. 2364. It, too, refers explicitly to newly mined gold, 
i. e., mined subsequent to the enactment of the act, and permits such gold to be 
freely traded in the open market within the United States, its Territories and 
possessions, and exported without restriction. Section 2 makes similar pro- 
visions for gold imported into the United States subsequent to the effective date 
of the act. As in S. 2364, no change is contemplated in the definition of the dollar 
in terms of gold, and, as before, this implies a continuation of the present buying 
and selling price by the Treasury. Again as in 8. 2364, this would suggest no 
direct and substantial diminution in current Treasury gold stocks since it applies 
only to newly mined gold or to gold imported after the effective date of the act. 

In view of the maintenance of current Treasury buying and selling prices for 
gold, it could not be assumed that there would be a substantial increase in gold 
stock consequent upon gold inflows unless the world gold price were to be less 
than $35 an ounce, a highly unlikely circumstance, or unless severe political 
unrest abroad resulted in substantial attempts to obtain dollar balances in 
this way. 

If the world price of gold were to be substantially above $35 an ounce, it might 
well result in an outflow of newly mined gold which, as indicated above, would 
produce no direct diminution in present gold stock. 

Since neither S. 2364 nor S. 13 provide for coinage, it is not easy to see what 
substantial purposes would be accomplished by them apart from whatever satis- 
faction may be derived from the elimination of restrictive legislation. If it be 
thought that the free market in newly mined gold or, as in the case of 8S. 13, newly 
imported gold would provide evidence respecting a change in the price of gold 
which might be appropriate, I think the conclusion is doubtful, for the free market 
would in the nature of the case be dominated by the definition of the dollar; 
that is, by the Treasury price for gold. 

S. 2832 goes much farther than either of the bills concerning which the fore- 
going comments were set forth. Notably S. 2332 contemplates in substance a 
return to a full gold coin standard. It prescribes the value of the dollar in terms 
of gold at the present rate and sets forth general policies respecting its coinage 
and provides for the redemption in gold coin on demand of any legal currency 
of the United States. Unlike 8. 13 and 8. 2364, it is not limited to newly mined 
gold nor to gold newly imported, and thus any resulting gold movements could 
be expected to have consequences not only respecting production, import, and 
export of gold but also could be expected to have repercussions upon the Treasury 
gold stock, upon Federal Reserve bank reserves, and upon bank deposits. 

In many quarters it is believed, and with reason, that the restoration of a gold 
coin standard without restriction and at the present gold definition of the dollar 
might well have deflationary consequences of serious magnitude as, indeed, 
accompanied the restoration of the gold standard by England in the middle 
twenties. Substantial outflows from the United States could be expected, and 
since there is no clear reason to suppose that American gold production would 
increase, this could be expected to have adverse effects upon the monetary gold 
stock, effects which, particularly if coupled with other deflationary forces, would 
be relatively difficult for the Federal Reserve authorities to deal with. 

I am not prepared to say, since this is a highly technical problem to which I 
have not given attention, what ratio of gold to the dollar would be required in 
order to return to an unlimited gold standard without the danger of deflationary 
movements or of substantial inflation, though present international price rela- 
tionships coupled with the extent to which our export surpluses have been 
financed by loans, grants, military aid, etc., suggests that the current price of 
gold, as maintained under gold standard conditions, would be deflationary. It 
is frequently argued that to increase the price of gold would result in inflation, 
and, indeed, were we to resort to something like the “automatic” gold standard 
of an earlier day this result could quite clearly be anticipated. But it is im- 
portant to note that the adage “money will not manage itself” is very widely 
accepted and not exclusively by those who resist a return to gold. The impor- 
tance of this adage lies in the implication that the instruments of monetary 
control are far more developed, more understood, and more widely accepted 
than they were at the time of the collapse of the international gold standard 
during the interwar decades of the twenties and thirties. The instruments of 
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monetary management available to the Federal Reserve System coupled with 
appropriate policies respecting debt management should be, in essence, sufficient 
under present circumstances to arrest any substantial inflation arising from an 
increase in the gold price or indeed from other considerations. I think that in 
considering a return to a gold-coin standard it would be wise to give the closest 
attention to the question of the definition of the dollar in terms of gold which 
would be effective at the time of such restoration. Coupled with this attention 
designed to avoid deflationary movements, attention should be given to the 
already powerful instruments of monetary management at the disposal of the 
Federal Reserve System and to such strengthening of those instruments as 
might be required to contribute to the stability of the value of the dollar at home 
and abroad. 

I am aware that a downward redefinition of the gold content of the dollar 
resulting as it well might in a relative increase in our exports and a decrease 
in our imports would have repercussions in the area of international economic 
policy of first importance to our Government. I do not comment on them here, 
since clearly a record will be established respecting this point, but it is not un- 
important to point out that steps of one kind or another must be taken if in 
the face of present international price relations and exchange restrictions the 
level of American exports will be maintained at a height consistent with do- 
mestic prosperity. To repeat for emphasis, the most important problem to be 
examined in connection with a restoration of a gold-coin standard is a twofold 
one: (a) At what level should the value of the dollar be defined in terms of 
gold, and (b) what alterations, if any, in the already powerful instruments of 
monetary management must be made in order to assure the maximum likeli- 
hood of economic stability and the absence of substantial inflationary or defla- 
tionary movements? 


Mr. McLaveutry. I also have a statement from Mr. Franz Pick. 
Senator McCarran asked if I would read that. It is a brief report. 
With your peas, I will do so. 

Senator Bricker. You may do so. 


Mr. McLaveuttn. This is a statement from Franz Pick, publisher 
of Pick’s World Currency Report: 


Mr. Chairman and honorable members of the committee, before dealing with 
the contents of S. 13, 8. 2364, S. 2514, and 8S. 2332, I wish to state that I am 
not a dealer in currency or in gold. I am the publisher of Pick’s World Cur- 
rency Report, a monthly publication which analyzes monetary problems in all 
their ramifications and on a worldwide scale. I also professionally advise a 
large number of governments, religious organizations, corporations, banks, and 
international trading firms in their currency problems. 

The following opinions are based on more than 30 years of uninterrupted cur- 
rency experience and are the expressions of the best of my knowledge: 

The British currency reform of March 21, 1954, has, among other easings of 
existing transfer restrictions, legalized the reopening of the London gold market. 
Free dealings of gold were resumed on March 22 at 10:30 a. m., and are con- 
ducted on every weekday. 

Everyone can sell gold in this reopened market. No questions as to the origin 
of the metal are asked. The trading unit is the 400-ounce bar of fine gold, 0.995 
fine, and worth about $14,000. No legal minimum or maximum price limits for 
the market’s quotations have been fixed. 

Residents of the sterling area can sell their gold or gold production in the 
London market. 

For these gold sales a new sterling variety, called registered sterling, is credited 
to the sellers. Registered sterling, according to the new currency regulations, 
is always usable for gold purchases in the London market. Therefore, any seller 
of gold in London who conserves his registered sterling can always repurchase 
the gold he sold and hold it. 

Nonresidents of the sterling area not only can sell but also can buy any number 
of gold bars they desire, if they pay for it either in the above-mentioned regis- 
tered sterling or with United States dollars or Canadian dollars. 

Viewed from the United States, every resident of this country can, whenever 
he likes, buy as many gold bars as he wants legally against payment of United 
States dollars in London. He can hold them there or resell or ship them to any 
other country. 
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By this legislation the American dollar, in any technical or legal interpretation, 
has become convertible into gold in London. The fact that gold in London can 
be bought today at about $34.95 per ounce against the United States Treasury 
sale price of $35.085 is technically not important. But it has some psychological 
bearing, as only a few people know that the cost of shipment, handling, and insur- 
ance of gold from England to the United States is about $0.19 to $0.21 per ounce. 
The cost of safekeeping of gold bars in London is extremely low, a small fraction 
of 1 percent per annum. 

London, therefore, invites all Americans who want to have gold and cannot 
buy or hold it legally in their own country to do so in London. It also has to 
be stated that England has never confiscated or nationalized foreign gold holdings. 

This new British gold policy, favored by the recent and large sales of about 
$240 million of Soviet gold in England, will be one of the main elements of sterling 
reconstruction. 

It will, at the same time, increase London’s prestige as the world’s financial 
center, because it has something to offer that the United States does not have— 
the free gold trade. 

British airlines, British insurance companies, British bullion traders, British 
metal refiners, and certainly all British banks specializing in foreign-exchange 
business are going to profit substantially from the new gold transactions. 

It will be more practical for Central American gold producers, shipping 
their concentrates to American refineries, to ship it to Britain, where they can 
sell it freely and without all licenses necessary for reexport in the United States. 
It also might happen that the world’s leading gold producers, including Canada, 
will market most of their output in London, a fact of major contribution to the 
sterling prestige, and no asset whatsoever for the United States. 

I therefore strictly recommend the text of S. 13, restoring the complete liberty 
of sale of American-mined gold, as well as the abolition of all existing restrictions 
on gold ownership and/or transfer by United States residents. 

Such restoration of freedom from gold control could, even belatedly, make 
America a strong trading power of the yellow metal and correct the historic 
mistake of the Gold Act of 1934. ; 

The new open gold market should have no connection with official institutions 
and should function freely, just as other metal exchanges, and list fine gold for 
spot and future delivery. 

As to the return to a gold coin standard, as proposed by S. 2332, I respectfully 
oppose such a measure. Among the most important reasons for the withdrawal 
of the bill, I mention the following ones: 

(1) Minting of new gold coins at the present basis of $35 per ounce would be 
detrimental to the already reduced dollar prestige. A new $20 coin would, at 
this rate, be about half of the size of the former double eagle. Enough of these 
double eages are traded and hoarded here and abroad and this proposed $20 coin 
would show some sort of new depreciation in our currency. 

As we are not completely sure of what could happen to our currency if the 
present recession should deteriorate into a depression, such a resumption of 
minting coins would seem an unnecessary adventure. 

(2) The resumption of specie payments in gold would make banknotes of $10 
and larger automatically convertible into gold coins. But, it would also make 
every Government bond convertible into gold coins. 

As we have a circulation of more than $29 billion in banknotes and $275 billion 
in Government bonds sold to the public, more than $300 billion of Federal obliga- 
tions would, theoretically, become redeemable in gold coins. According to all 
historical experiences, at least 25 percent of such an obligation to convertibility 
would have to be held in gold and/or coins to face eventual emergencies. 

That would mean $75 billion, which is more than all the gold held by central 
banks and hoarders all over the globe. At the present rate of the known gold out- 
put in the world, it would take more than 88 years to produce such an amount. 

The present United States gold reserve of about $22 billion could never suffice 
to warrant such an experiment that eventually could lead to a sensational gold 
crisis, which in turn, would demoralize or even destroy our present credit and 
currency system. 

A free gold market, as recognized by S. 13, never could damage the currency 
structure and could, after a few years of function, lead to a gold bullion stand- 
ard. the logical goal to be attained. 

The gold coin standard, a high and praisable ideal, can not be realized in an 
economy that has to spend 40 percent or more of its budget for national defense. 
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That concludes Mr. Pick’s statement. 

I am simply submitting this on behalf of Senator McCarran. 

Senator Bricker. It is part of the record as read. 

Mr. McLavcuurn. I come now to my own statement. I am speaking 
frankly as a gold miner and as a gold producer. Of course, anything 
I say is under suspicion as being  self- -serving. I am a mining engi- 
neer and geologist but not an economist. 

Senator Bricker. But on the other hand there is a presumption 
running in your favor that you know what you are talking about. 

Mr. McLaventrn. In certain brackets, perh: ips. Mr. Chairman, I 
have a statement to submit. I will not read it. It is rather lengthy. 
I would like to read just the last two pages in my recommendations, 
the recommendations of the American Mining Congress, and then to 
comment extemporaneously on those statements. 

Senator Bricker. You may do that. 

Mr. McLaveutin. It is on page 14 of my statement. The recom- 
mendations are as follows: 

The comprehensive policy to be desired, as I see it, is that stated in 
the 1953 resolutions of the American Mining Congress, which can be 

regarded as an expression of the views of “the entire metal- mining 
industry. The recommendations of this large and representative or- 
ganization, which I heartily endorse, are as follows: 

(1) That the restrictions on the purchase, sale, and ownership of gold by 
American citizens be immediately removed ; 

(2) That the gold standard be restored at the earliest practicable time; 

(8) That Congress fix the ratio at which the dollar and gold are to be made 
fully convertible and determine other technical procedures involved in the 
restoration of the gold standard, after receiving the recommendation of a com- 
mission of its creation, to which men skilled in appraisal of the world’s potential 
gold supplies as well as men of competence in domestic and international finance 
and trade should be appointed by designated Government authorities. 

While these steps are being taken, the Treasury should cease its sales of gold 
to the so-called domestic industrial market, and thereby terminate the present 
enforced and unfair subsidy to industrial consumers at the expense of the gold 
miners. 

That is the end of the resolution of the American Mining Congress, 
and with your permission I would like to comment on the points in 
the recommendations made. The first recommendation which simply 
is the removal of the restrictions on ownership of gold, is quite ade- 
quately covered by Senator McCarran’s bill, S. 13, or by the somewhat 
more technically worded bill that Senator Case introduced yesterday. 

I think the statement by Mr. Pick shows very clearly why these 
restrictions on ownership of gold by American citizens should be re- 
moved. There is no reason why American citizens should be obliged 
to buy gold on the London market and keep the gold in London. It is 
simply one more awkward thing. It would cause no difficulty what- 
soever to the Treasury or to anyone if they. had the right to own gold 
in this country. 

I believe, however, that in order to make the free market something 
of the test of the value of gold it would be necessary that the Treasury 
should cease its sales to the industrial market. That is not prov ided 
in these bills. I think it would be a desirable addition to them. 

The industrial market in the United States up through 1951, for 
4 or 5 years, consumed far more gold than all the production of the 
United States mines, that is, the U Jnited States miners were obliged to 
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sell their gold to the Treasury for $35 an ounce, and the Treasury 
in turn would sell to licensed purchasers, jewelers, and whatnot, for 
$35 an ounce. It really amounts to a subsidy of the industrial market 
at the expense of the gold miners. 

The domestic miners are not asking for a restrictive market. They 
are simply supporting the bills that would make a free market, but 
asking that industrial users be obliged to buy their gold from the 
domestic producers and from the free world market. It would not 
be a cornered market because they certainly could import gold from 
the free market abroad if they desired. 

Such a provision would involve no change whatever in monetary 
policies. It would simply be removing that one restriction. I submit, 
however, this is merely suggested as a temporary measure. When the 
gold standard is restored, as we hope it will be in the relatively near 
future, why this of course would have little meaning. 

Senator Bricker. I would like to have your comments on Pro- 
fessor Pick’s suggestion as to the impossibility and undesirability 
of establishing gold coinage. 

Mr. McLaveu.tn. I am not in entire agreement with him there. 
I think that he marks one very good point, that if we establish gold 
coinage today and put out a one-ounce coin, which is about the size 
of the $20 piece and called it $20, that coin could shrink down to a 
very small size and it would be a rather dramatic indication of the 
inflation that has taken place. That is a serious comment. 

Personally, I feel it is essential that eventually we should issue 
gold coins. I think one of the things that gives gold power is its 
psychological aspect, its hold on the immagination of men. If we go 
on for many more generations without allowing men to have gold 
coins, without having coins in our pocket, without children growing 
up and having the right to see coins, I think there is some fear that 
the psychological power of gold might decrease. It is a silly thing 
to throw away the great power and value that gold has. 

I would give way to Professor Pick’s comment about the shock 
that it would be to see these shrunken gold coins, but at the same time 
when we go back on the gold standard, with gold fixed at some 
definite price, I think then we should issue new coins that would not 
be comparable to the old coins, and start off again. 

Does that in a sense answer your question, sir ? 

Senator Bricker. Yes. 

Mr. McLavenur. The other point we make is that we favor restor- 
ation of gold standard. We certainly do. We favor restoration of 
the gold standard, which means with a fixed ratio between gold and 
the dollar, that is, a fixed ratio at which the dollar will be convertible 
into gold. I find myself very heartily in agreement with the good 
arguments made by the Economists’ Committee on International 
Policy and the Gold Standard League, and others, with regard to 
the evils of inflation and the desirability of getting back on the gold 
standard, the desirability of getting back on the gold standard in 
the near future. 

[ also agree with Mr. Burgess in the emphasis that he has placed on 
hard money and the need for getting back eventually on the gold 
standard. If you remember, Mr. Burgess insisted that the time had 
not come when we should go back on the gold standard. He insists 
that the price must be $35 an ounce. I would like to submit that no 
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person in high authority in the Treasury should propose, and I am 
sure Congress eventually will never dare to take the step of going back 
on the gold standard at $35 an ounce, and face the deflationary conse- 
quences. The danger of adding impetus to whatever factors are 
leading us into a depression would be too serious to contemplate. 

Senator Bricker. I would like to have you comment on the sug- 
gestion also made by Mr. Pick that there is not enough gold to under- 
take a convertibility program. 

Mr. McLavcututn. I think, sir, his figures are quite correct. Of 
course, When gold is convertible, if there is confidence on the part of 
people that governments will maintain themselves with balanced 
budgets and conduct themselves according to the old-fashioned ideas 
there would be no run on gold probably for a time, even if we we nt 
back at possibly too low a figure. But there would be that potential 
danger. 

Not only am I impressed by what Mr. Pick said, but I am also im- 
pressed by the figure that Mr. Burgess gave us the other day show- 
ing the immense claims against gold in the hands of foreign groups 
at this time. 

Senator Bricker. Over $11 billion? 

Mr. McLavenutn. Yes. Those claims are redeemable in gold 
through the central banks abroad. ‘They constitute a claim against 
our gold. If there was some reason to doubt the conditions in this 
country we might have a run on gold that would be extremely serious. 
In a sense, we are on the gold standard now with gold at $35 an ounce 
as far as claims abroad are concerned through central banks. It may 
well be that the run on gold has already star ted. 

Senator Bricker. What would be the danger, if the London mar- 
ket should go up much higher than $35, of these foreign central banks 
calling for their gold in this country ¢ 

Mr. McLaveuuin. I think if the London market should go higher 
there would be very grave danger, indeed. It would look then as if 
there was lack of confidence about what was going to happen in this 
country. The central banks and individuals who had claims through 
central banks would undoubtedly rather change their paper dollars 
into gold. In fact, to some extent they are doing it today, as well 
over $1 billion moved out of the United States, as you know, in the 
last 14 months or so. 

Consequently, I believe that the fixing of the ratio of the so-called 
price of gold is an extremely important consideration when we re- 
store the gold standard. My own feeling, and there I am endorsing 
the views of Philip Cortney who spoke here yesterday, and of Charles 
Reese of France, who is one of the world’s great monetary experts, 
and Henry Hazlitt, and I think many others: among the economists, 
that $35 would be dangerously deflationary and that a ratio higher 
than $35 would be desirable. 

Mr. Cortney, based on his analysis of the world’s conditions, sets it 
at $70. I don’t know what the price should be. I suspect the ideal 
ratio between gold and the dollar which would neither be inflationary 
nor deflationary would be something between $50 and $60. 

Of course, when a gold miner advocates a higher price for gold he 
is immediately under suspicion of selfish pleading. I would say if I 
was considering only selfish pleading in relation to the gold miners I 
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would like this bill to restore the gold standard with gold at $35 an 
ounce, which would lead us into a depression, because you know the 
gold-mining industry thrives on depression. We are not quite as nar- 
rowminded as that. 

As I see the case for an increase in the price of gold, it would be 
this way: In my judgment, the great disasters such as World War I 
and World War II and the extremely costly socialistic experiments 
of the last 20 or 25 years have to be paid for. There are only a few 
ways you can pay for them. Under the gold standard you could pay 
for them by higher taxes and you could pay them by a capital levy. 

I don’t believe it is socially or politically possible to raise taxes high 
enough to pay for wars such as World War I and World War TE 
as we went along. The only way those wars can be paid for is through 
inflation, which is a disguised capital levy. It is a wicked thing. ‘Tt 
is a wicked capital levy, which is imposed with rather cruel selectivity 
upon the people who have been thrifty and who have acquired bonds 
and savings accounts. 

As a practical matter, that has already happened. In pretty nearly 
every country in the world that has happened, including our own, as 
anybody knows who has any savings accounts or insurance today. In 
Germany the mark was entirely w ‘iped out after the First War. The 
French franc has gone from 19 cents in 1914 to, I think three-tenths of 
a cent now, even measured in our present-day depreciated dollar. 
True inflation is worse than that. Since 1914 I venture to say that our 
dollar is down to pretty nearly a third of its old value. 

I feel very strongly that an inflation or really a disguised capital 
levy is probably the only way these disasters can be paid for. We 
could not have financed the wars and maintained the discipline of 
gold at the same time without dragging gold down with the paper 
money. I don’t believe that in the long run you can drag down gold 
to the depreciated value of the paper money. I dislike the saying 
that we are advocating an increase in the price of gold. I would 
rather put it this way: that we are favoring an adjustment of the 
dollar to gold at a rate which tne the existing depreciation of 
the dollar, with the hope that with that price fixed today we can 
continue a gold standard on that new basis. If we have more wars, 
more disasters, I would be very doubtful whether we could continue 
even on that standard. Let us hope we are not in for such troubles. 

Senator Bricker. What would be your best judgment as to the price 
of gold if you would free the market on gold bullion ? 

Mr. McLaveutr. That is very hard to say. I think with the 
market freed on gold bullion there would be probably a slight in- 
crease in the price of gold. But as long as the Treasury maintains 
the price at $35 on the foreign market through central banks and as 
long as the foreign nations, the foreign citizens, have dollar balances 
that they can cash in at $35 an ounce, ‘T think that is going to hold the 
price of gold pretty close to that level. 

Senator Bricker. You think the price will stay pretty close to $35? 

Mr. McLaveunrin. I think so. I think what is happening now is 
that it is the price of the paper dollar which is forcing gold down to 
$35 an ounce. But I fear very much in the end it will be the power of 
gold that will overvalue our dollar, that is, if we stay- 

Senator Bricker. If that should come, and the price of gold would 
go to $40 an ounce, what would be the effect ? 
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Mr. McLaventin. As long as we are paying out gold at $35 an 
ounce to central banks, I think it would make a great pool of gold 
from this country to Europe. 

Senator Busy. May I ask a question there? After the war at some 
point did not gold sell in the free world market close to $58? 

Mr. McLaventin. It sold even higher than that in some markets. 
But those were always very restricted markets, with limitations on 
movements of gold. They were unofficial markets, and in many cases 
they were illegal markets. The high prices were reflected in the 
terms of the official rates of exchange. 

Senator Busn. In those same markets the market price has come 
down to pretty close to $35, has it not? 

Mr. McLavenriy. It has. But I think that is due to the buildup of 
great credits in dollars that are against us. This $11 billion plus is 
a very significant figure there. If we stand ready to redeem those 
dollars in gold at $35 an ounce, I don’t see why the price should go 
above $35 as long as they have dollars to cash in. In a sense, that 

really means we are to a degree on the gold standard today at $35 an 
ounce. Of course, domestically we are not. 

You asked, Mr. Chairman, about the factors that might govern the 
price of gold. I think everybody approaches this problem from his 
own point of view : the economists, bankers, the businessmen and even 
the miners. We are dealing with a great many variables. There is 
no equation that I know of ‘where you can put in a lot of factors and 
turn the crank and come out with an answer that this is the price of 
gold. A lot of these variables will have to be weighed. That is why 
I don’t believe it would be right for Congress to set a price on gold 
without giving very careful consideration to all the various arguments. 

I am sure one has to attach great weight to the very serious group 
of economists which are represented by the Economists’ National Com- 
mittee and the Gold Standard League. They favor the $35 price, and 
make very strong arguments for it. But I think there is another group 
that should be considered. The miners should be considered to some 
extent. In the Mining Congress recommendation we said that a com- 
mission created by the C ongress should be set up to submit a recom- 
mendation to Congress on the price of gold. I think another way of 
doing it would be to set up a purely congressional commission which 
would invite the various people who have views and who should be 
listened to to testify before such a joint commission of the two Houses. 
That might be a more practicable way, because I have been in many 
discussions with the so-called experts in the field of gold—the Lord 
knows I am not one—I am simply a miner—but I fail to see very much 
agreement among them. 

Senator Bricker. We have found that out this week. 

Mr. McLaveuun. I think you have, sir. I found it out in a number 
of very entertaining and very interesting discussions of these various 
groups. But it is also disconcerting to come out of the discussions 
finding that nobody has convinced ‘anybody of anything except his 
own views. So I am rather inclined to think that the best procedure 
would not be the one that we recommend but a procedure to set up a 
commission or a committee of Congress, a joint committee, which 
would call in the experts and then make up its own mind. It shall 
have the final responsibility. 
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I would like to speak on one factor that certainly has to be figured 
in the determining of the price of gold, and that is the world supply 
of gold, and what an increase in price would do to the production of 
gold in the world. If an increase of price would create a great flood 
of gold, it would be indeed very dangerous and very inflationary. 
Too high a price would certainly be objec tionable. On the other hand, 
too low a price, and I believe $85 per ounce is too low a price, will 
probably result in a decline in world production and which would be 
decidedly deflationary. 

I believe most economists indicate that an increase of about 3 per- 
cent a year in the gold available for monetary uses is desirable to ineet 
the growing populations of the world and the growing business of 
the world. That is a reasonable figure to accept. 

Senator Bricker. What is the percentage of gold mining now in 
relation to the supply ? 

Mr. McLavenun. The world production of gold today is running 
at about 24.8 million ounces. That is about $838 million. The gold 
of the world in round numbers is around a billion dollars. 

Senator Bricker. How much? 

Mr. McLaveuturn. A billion ounces. Excuse me. 

Senator Bricker. That would be $35 billion at our price ? 

Mr. McLaventurn. Yes. It is about 1,100 million. It is something 
above that figure. Three percent of that would be something over 
the 30 million ounces. In the period before the war when the spread 
existed between the price of gold and costs as of that time, we were 
averaging pretty close to that. The world’s supply production was 
over 30 million at one time, but for that period it was not very far 
from the desirable rate. Since then the price which the gold miner 
receives is still fixed at $35 an ounce. We pay the costs in the paper 
dollars. So our costs have gone up to a considerably higher price, 
higher rates, and our profits necessarily are coming down. So much 
so that in the United States the number of really profitable gold mines 
you could probably count on the fingers of one hand. The Homestake 
is the only mine in the United States which would be ranked in the 
first 20 gold mines of the world. There are 3 or 4 in Canada. All 
the rest of them are in South Africa, with the exception of the Rus- 
sians. We don’t know what mines they have, but we do know they 
have some very important ones. 

Mr. Shoup spoke here yesterday of the Golden Cycle Corp., which 
- in operation and is successful. The gold dredging companies in 

California are producing gold. But the second pr roducer of gold in 
the United States is the Utah Copper Pit of the Kennecott Copper 
Corp. near Bingham Canyon, where the small amount of gold in 
that large quantity of ore is enough to make them the second pro- 
ducer. 

I don’t think there is any question if gold is retained at $35 an ounce 
the gold production will continue to decline, and at some stage might 
decline rather drastically. California was the great producer of gold 
before the war. There is scarcely a mine operating m California to- 
day. The Idaho-Mineral and a few little mines are trading dollars 
but nothing much more than that. The dredging companies are mak- 
ing money 

At the present price of gold the Canadians are having a particularly 
bad time because exchange is against them and they are getting less 
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than $35 an ounce. I think you will see Canadian production going 
on. 

On the Rand, which is overwhelmingly the major producer of gold 
in South Africa, and the Orange Free State, a new situation has de- 
veloped. A few years ago we anticipated that the production from 
the Rand would decline very sharply as the mines became excessively 
deep and one mine after another went out of business or would in the 
next 10 or 15 years. Since then there have been a number of very 
important mines found in an extension of the Rand to the southwest 
under layers of younger rock which had been masked, and some 
extraordinary discoveries in the Orange Free State. 

I should say there is reason to expect that on the Rand new develop- 
ments would offset the decline in the older mines even at $35 an ounce. 
I doubt there would be enough increase there to bring the production 
up to the 3 percent increment that we would like in the world, if we 
stay at $35. 

I think to make the story complete, however, I should mention that 
the gold mines of the Rand today are producing uranium. There is an 
extremely small quantity of uranium in the ores of the Rand, and a 
series of important mines have been put on the Rand to produce ura- 
nium, that will bring enough profit to some of the older mines to keep 

. few of them running longer than they might have been running 
a rwise. 

Senator Bricker. They are operating in the tailings now, aren’t 
they ¢ 

Mr. McLaventin. So far, they are operating in what is called the 
Slime fraction of the existing mines. It is true they are operating in 
the tailings of the existing gold mines. But as yet they are not oper- 
ating on the great stockpiles of the tailings. That will be an impor- 
tant source of uranium. I am sorry to say we haven’t found any at 
Homestake. 

Senator Bricker. Are you operating in the plateau section ? 

Mr. McLavenirn. Yes. We have a couple of leases there which we 
are hopeful about, but they are still prospects. We found two small 
deposits of uranium in the vicinity of the Black Hills out on the plains, 
on which we are going to carry on an intensive prospecting job this 
summer. One of the deposits is small but profitable. We are very 
glad to be in that business, also, for it is very urgent. 

Senator Bricker. Where do you find it, in the gold bearing ores? 

Mr. McLaveu.in. No, unfortunately the uranium is not in the an- 
cient rocks of the Black Hills. It is in the sedimentary rocks running 
out in the plains. Where you get a smell of uranium, you want to 
go and look. That is what we are doing as energetically as we can. 

Sir, I think I would conclude by simply saying that we feel that the 
best. interests of the gold miners, as well as the rest of the economy, 
would be served by restoration of the gold standard with converti- 
bility at a ratio between the dollar and gold that would be neither de- 
flationary nor inflationary, that we t tend to hold the costs where the av 
are today, hold prices where they are today. 

We will not presume to say what that ‘cost should be, but we would 
argue before a commission that that price should be about $35 an 
ounce, based on what we believe to be the world production of gold. 

Senator Bricker. Is there any formula on which that value could 
be found? 
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Mr. McLavennin. As a gold miner, I know of no such formula. I 
think you would simply have to weigh a great many variables in this 
equation. 

Senator Bricker. And get a judgment figure ? 

Mr. McLaventin. Yes. I think one group of very able people 
will feel that the factors that they stress should be w eighed very care- 
fully. You have heard testimony to that effect, I think on our side 
we would stress the factors that would promote deflation with too low 
a price of gold. Firstly, the arguments that Mr. Cortney made yes- 
terday carry great weight with me. But I think we can, however, 
speak with some authority on the outlook for production of gold. 
There I would feel that ift we went to the price of $70 an ounce that 
Mr. Cortney recommends, the output of gold might be somewhat too 
large, although it might not be. The output would go up some extent 
with that price, but “when you think of some of the other limiting 
factors I doubt if there would be any danger of a flood of gold. As 
a matter of fact, one reason why gold is w hat it is is that it is almost 
impossible to get floods of gold. It takes a long time to develop mines. 
It takes a long time to recruit forces of men to work mines. In fact, 
even with a $70 price of gold you might even for a time have a re- 
duction in output from the Rand because the existing mill facilities 
and the existing mines would be used for lower gr ade ores. You 
would have a reduction in output of ounces, which would seem some- 
thing of a paradox. That might well happen. 

If the spread between their costs and that price continued too long 
and new mines at a great rate were brought in, and new mills brought 
up, there would be a great increase. But we could anticipate a rise in 
costs, in taxation, if nothing else, if the price were increased to that. 
At that price I think it would be very doubtful if there would be any 
embarrassing flood from the Rand. 

That is a question, if we were to prepare testimony before such a 
commission, I would want to study thoroughly before passing on it. 
I can express the view very emphatically that at $35 an ounce there 
will be a very steady decline in the United States and Canada, and I 
doubt if Africa would do much more than hold its own. 

The status of gold as the international monetary base necessarily 
determines the welfare of the portion of the mining industry that 
produces the precious metal. 

Under the gold standard, as it functioned prior to 1941, all major 
currencies were freely convertible into gold. Their worth in gold was 
fixed and hence their relation to each other varied within small limits 
determined by the cost of shipping gold to settle balances in inter- 
national trade. The miners could confidently expect to receive gold 
coin for their metal or, if they desired, paper currency freely con- 
vertible into gold. Their return in monetary units for the metal they 
produced was assured. Their profits, therefore, were not subject to 
the uncertainties of a fluctuating market price of their product. They 
were determined by grade and quantity of ore treated and by costs of 
production. Consequently, in times of general prosperity, with labor 
scarce and with wages as well as prices ‘of all supphes at high levels, 
profits declined; whereas in times of depression, when opposite con- 
ditions prevailed, profits rose. 

With anyone permitted to redeem his paper dollars in gold, extreme 
variations in the value of money were restrained and the investor in 
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gold-mining properties was far more concerned with the effect of 
technical details than with swings in the business cycle. 


MONETIZATION OF DEBT AND INFLATION 


This well-ordered monetary system ended in 1914, when the suc- 
cession of disasters started that has so profoundly disturbed the 
economy of the world. To finance wars and the extreme expenditures 
of the uneasy peace, every major country of the world has had to 
resort to depreciation of its currency. The prevailing policies have 
been the equivalent of severe capital levies imposed with cruel selec- 
tivity upon those thrifty citizens who had savings represented by in- 
surance, bonds, pensions, or other paper promises. The magnitude 
of the levy under the guise of inflation has varied from complete re- 
pudiation of all obligations, expressed in the old units, to the three- to 
five-fold depreciation we have suffered in the United States. Ob- 
viously, convertibility into gold at the old ratios could not be main- 
tained, as the value of currencies was forced down. The effort made 
by England in the early twenties to restore the pound sterling to its 
1914 status by reestablishing convertibility into gold at the old ratio 
was an honest but unrealistic attempt to meet the nation’s full obliga- 
tions to its creditors; but it succeeded merely in aggravating the de- 
pression of the thirties. The United States, the least damaged by the 
First World War, maintained the dollar freely convertible into gold at 
$20.67 per ounce until its overvalued relation to other currencies 
became a most seriously disturbing factor in our world trade. The 
increase in price of gold in 1934 was in fact overdue and too late to be 
as effective as it would have been at an earlier date in restraining the 
great depression, Unfortunately, the increase in price of gold to $35 
per ounce was not accompanied by full restoration of convertibility. 
Freedom to own gold even at the new ratio was denied our citizens. 
Through this move, however, the country’s export market received 
support when it was critically needed, and the United States accepted 
and received gold for the balances due, which was a marked i improve- 
ment on the practices that had prevailed of accepting paper promises 
for payment or the subsequent policy of maintaining trade through 
outright gifts. 

Under this limited gold standard, domestic convertibility was denied 
to our citizens, and deficits were met through continued monetiza- 
tion of debt, with resulting progressive depreciation of the dollar. 
This condition, which is the worst possible one for the gold mining 
industry, unfortunately still prevails. 

Inflation under this policy is made too easy for politicians to resist 
and for bankers to condone; and the citizen is denied the protection 
that ownership of gold alone can afford. 


THE UNIQUE FUNCTION OF GOLD 


Among the blunders of the postwar years, our failure to make intel- 
ligent and effective use of gold may well prove to be one of the most 
troublesome. Its effects may not be as dramatic as the immediate 
responses to diplomatic and military decisions, but in the long run 
the delay in restoring confidence in the world’s money, in checking 
inflation and in preventing the extremes of depression, when the 
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swing toward deflation starts, may be as far-reaching and disturbing 
to our economic and social order as any of the more spectacular dis- 
asters of war. In our vast accumulation of gold—our major metallic 
stockpile to date—we have a weapon of tremendous and peculiar 
might if we have the skill and the will to wield it. 

In the simplest terms, gold is money. Perhaps it would seem more 
accurate to an economist if I said that gold is the only commodity 
universally accepted as money. But surely if you have gold any place, 
you have money. It is the final base of reference for all the devices 
by which value in terms of money is expressed. For centuries it has 
been accepted as a medium of exchange, as a means of storing wealth, 
and as a commodity that can at practically all times command services 
and goods in any land. Its hold on the minds of men has persisted 
throughout the ages, and it is a certainty that its psychological power 
will continue unchanged as long as trade and property last. Nothing 
else has the unique assemblage of qualities that makes gold so ideally 
suited to serve as money throughout the entire world. As a metal, 
it is distinctive for its color and beauty, for its resistance to chemical 
corrosion, for its high specific gravity, and for the ease and accuracy 
with which it can be coined or worked. Furthermore, it is too scarce 
and costly to find and recover from its deposits ever to become com- 
monplace and cheap; yet it is widely distributed and familiar to all 
men. It is found in veins of quartz and in other mineral bodies 
derived from hot fluids that rose from the depths of the earth. It 
survives the weathering of long ages, and even the disintegration of 
mountains, for it accumulates in their detritus. Its nuggets and 
flakes are concentrated in the gravels of streams from which even 
primitivemen could recover some of the malleable yellow metal. Yet 
costly machines and labor and ingenious technology are required to 
obtain gold in any significant quantities from its ore bodies. 

Gold cannot be counterfeited—not even by the nuclear physicists— 
and it is beyond the power of any government, republican or demo- 
cratic, or any dictatorship of the left or right, to add more than a 
nominal increment to the stocks already in men’s hands. With these 
qualities and properties, is it any wonder that gold has been prized for 
as long as we have any record of man’s cultural activities, and that it 
is still the one generally accepted commodity capable of serving as a 
common measure of value of all services and goods ? 

In the past century of expanding economy and increasing popula- 
tions throughout the world, monetary systems and procedures of great 
complexity have grown up, almost of necessity. Behind them, how- 
ever, has always been gold in well-balanced supply in relation to the 
functions it had to perform—except in such times of worldwide dis- 
aster when promises made by goverments far exceeded their ability 
to force payment from future generations. E 

A succession of discoveries of great gold fields—those of California 
and Australia a century ago, those of the Black Hills and elsewhere 
in the West over the next 50 years, the finding of the extensive deposits 
of the Witwatersrand in the Transvaal toward the close of the century, 
and the development of the many mines of the Canadian shield some- 
what later—resulted in an annual increment that kept the supply of 
monetary metal in step with the expanding economy of growing popu- 
lations. Until World War I, promises to pay were strictly held to a 
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reasonable ratio to gold reserves; currencies were freely convertible 
into gold and international exchange functioned smoothly with gold 
available to make the relatively small settlements between the coun- 
tries of the world in this orderly century of well-balanced multilateral 
trade. 

In 1914, the succession of disasters started that still plague the 
world. Destruction of lives and wealth, social turmoil, revolution, 
and nationalism in its most extreme form under arbitrary leaders 
with various degrees of power resulted in conditions that no inter- 
national monetary system could survive. Gold preserved its value 
through all the changes and disturbances, but it could not prevent 
the monetary collapse brought about by the financing of war and 
social experiment by excessive borrowing and currency inflation. None 
of the monetary units survived without drastic depreciations, once 
their backing by gold was removed. The German mark disappeared 
entirely—and with it all claims of creditors (bonds, bank accounts, 
insurance) expressed in it. The franc, which in 1914 could be con- 
verted into gold which was worth $0.19 in gold dollars, is now down 
to three-tenths of a cent, even in today’s depreciated paper dollar. And 
the dollar itself in purchasing power has lost. more than half its value 
in the 20 vears that have elapsed since the right to redeem dollars in 
gold was denied to our citizens. 


FORCED ABANDON MENT OF GOLD STANDARD 


No one can reasonably contend that the gold standard—the system 
of currencies freely convertible into gold at fixed ratios and into each 
other at the corresponding rates that prevailed up to 1914—could 
have survived the wars and the extravagances of the so-called peace, 
even without the shocking expenditures for rehabilitation and rearm- 
ing of the free world in which we are now involved. 

The fantastic cost of these adventures could not possibly have been 
met without excessive borrowing against the future or without con- 
sumption of accumulated wealth. Neither of these extreme methods 
could be employed as long as the discipline of gold was preserved 
through convertibility of currencies; and consequently that discipline 
was denied in spite of the shock to all who had counted on the financial 
integrity of governments. 

The monetary system was simply one of the casualties of war and 
socialistic experiments. To finance the wars and the mounting ex- 
penditures of the uneasy peace, convertibility had to be suspended. 
Paper promises were allowed to expand without more dependable 
backing than the questionable assurance that they would be repaid 
in another promissory note. As a result, currencies inevitably de- 
preciated—the dollar included. Good money was borrowed that will 
never be repaid in units of the same purchasing power. Wealth rep- 
resented by insurance, bank accounts, bonds, and similar obligations 
expressed in dollars was drastically reduced. This planned deprecia- 
tion of the currency was nothing less than a capital levy, accomplished 
in the United States by the indirect process of inflation that was not 
easily recognized by the voting public. 

Probably there was no other way to meet the financial burdens and 
retain political power, once the country and the world were committed 
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to wars with the economic losses they bring to both victors and van- 
quished. But it should be noted that through it all, gold has pre- 
served its value. It was the currencies, and not gold, that depreciated 
when they escaped from its control. 


TIME FOR GOLD STANDARD RESTORATION 


We have now, however, reached a stage where there is perhaps 
some hope that budgets can eventually be balanced—that expendi- 
tures can be reduced to totals within range of the returns from taxes— 
and some measure of monetary st: ability regained. An essential step 
in achieving this end is surely restoration of the gold standard, with 
the dollar and gold made freely convertible at a fixed ratio that per 
se would be neither deflationary nor inflationary—and that would 
reasonably take into account the immense obligations outstanding in 
dollars as well as the quantity of gold available, the expected annual 
increment from the mines, and the m: agnitude of the world’s present 
monetary requirements. 

What this ratio should be is difficult to determine. No one contends 
that it would be possible to go back to a dollar convertible into gold 
at $20.6718 per ounce as it was when the gold standard prevailed. 
In January of 1934, the price of gold was fixed at $35 per ounce, but 
American citizens were denied the right to own gold or to convert 
their paper dollars into gold at this rate. It is, of course, true that 
the dollar abroad has been supported at this price through the central 
banks, and that all gold offered has been purchased by the Treasury 
at $35 per ounce; but these efforts to give the dollar some measure 
of backing by gold are only halfhearted. Our currency will not have 
the stability that gold alone can give it until the dollar and gold are 
again made freely interchangeable at a fixed ratio and our “citizens 
allowed to have gold in their possession. 

Under the present system, gold can exert little control over the ex- 
pansion of the currencies or the debt. With continued deficit financ- 
ing, the inconvertible dollar has steadily depreciated in domestic 
purchasing power. ‘The individual cannot protect himself by exchang- 
ing his ailing paper dollars for gold, and thus forcing the money 
managers to give up unsound practices. Through its partial tie to gold 
in international trade, the current procedures actually amount to an 
attempt to make gold itself accompany the dollar in its deprecia- 
tion. Toa degree this has temporarily been accomplished, but, in the 
long run, it simply cannot be maintained. The tenuous tie is bound 
to snap when the strain between the depreciating dollar and the 
restrictions imposed on gold become too great. 

The restoration of the ‘gold standard need not be a complicated mat- 
ter, once certain vital decisions have been reached—and once there is 
a will to do it and an honest desire to give up the illusive and feverish 
pleasures of inflation. With proper procedures and wise decisions 
with regard to the ratio at which gold and the dollar are made inter- 
changeable, the step would unquestionably promote monetary stability 
and do more to restore control and balance over budgets and expendi- 
tures, over taxation and the management of debt, and over interna- 
tional trade than any other single action that might be taken by the 
Government. Indeed, in my judgment, it is an essential step if 
economic sanity is to be restored in the free world. 
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THE PRICE OF GOLD 


With regard to the proper ratio between gold and the dollar—or 
in the usual terms, the price of gold—opinions, differ widely even 
among those who most emphatically favor restoration of the gold 
standard with full convertibility at a fixed price. 

One group holds that the price of $35 per ounce should be retained. 
This, they point out, has been fixed in the United States since 1934 
and has been given standing throughout the world by the purchase 
of gold for dollars by the Treasury and by the redemption of dollars 
through foreign central banks at this rate. Any change in price, they 
say, would amount to still further tampering with the value of the 
dollar and weakening of confidence in its integrity. They recognize 
that restoration to its 1914 value is impossible; but they must still 
think that the immense burden of debts can be paid in dollars of the 
same purchasing power as those of 1940. They may be respected for 
their insistence on rigid honesty on the part of governments that 
incur heavy obligations, but not for their blindness to realities. They 
forget that wars and extravagant social policies—both domestic and 
foreign—have resulted in commitments impossible to meet in the 
money of the old value. The dishonesty in the transaction was on 
the part of those responsible for the commitments—or to a 
more fundamental degree, upon those responsible for the extreme 
expenditures. 

Agreement upon the wisest way to resolve the painful heritage of 
inflation and excessive debt is comparable to working out the most 
equitable settlement for an organization that has overextended itself 
and is clearly unable to meet its obligations in full. A permanent 
write-down is unavoidable when such conditions must be met, in spite 
of the selective hardships that are inherent in this procedure. As a 
matter of fact, it is no longer an academic consideration. The write- 
down in the dollar has already occurred, as is clearly apparent to any- 
one who meets his current bills. The problem is to adjust the already 
depreciated dollar to the far more stable value of gold, and to use 
the power of gold to keep the purchasing power of the dollar at the 
current level by this new definition of the dollar in hard metallic 
money. 

In fact, if gold had not preserved a fair measure of stability 
throughout this period—if it had declined in value with the depre- 
ciation of the dollar—one might well question its importance as a 
monetary base. Strangely enough, the procedure urged by these 
inconsistent restorers, who claim to have the highest respect for gold, 
is precisely that which would raise the most serious questions about 
the inherent value of gold itself. 


ADVOCATES OF HIGHER GOLD PRICE 


The other group of those who favor restoration of the gold stand- 
ard recognizes the relative stability of gold and insists that the dollar 
und other currencies must be adjusted to it. The depreciated paper 
must be measured against the golden standard. The attempt to 
make the standard conform to the declining value of the paper cur- 
rencies makes no sense unless through some mischance the standard 
itself has deteriorated. Making gold and the dollar convertible at a 
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price that was too low would in their judgment bring about a most 
serious and probably worldwide deflation with drastic downward ad- 
justment of all prices and wages. Though a rigid creditor might 
see some virtue or even basic honesty in going back to the price of 
gold that prevailed in 1914, no reasonable person could favor the 
imposition of such conditions on the economy, with the grave risk of 
vast social disorder. The price of $35 per ounce might well result in 
as serious consequences. It is certainly not realistic politically to 
assume that such changes, particularly widespread reduction in 
wages, would be tolerated. 

The reason why the depression of 1929 was so deep and prolonged 
is to be attributed to the failure of the Governments of the United 
States and Great Britain to recognize that the huge monetary infla- 
tion during World War I and the concomitant rise of prices made it 
impossible to maintain the prewar relationship between gold and 
paper currencies, which both countries attempted to do by maintain- 
ing or reestablishing the convertibility of their currencies into gold 
at the prewar ratio. Philip Cortney, Charles Rist, and other econo- 
mists hold the conviction that the 1929 depression would not have 
been either so intense or so prolonged if in 1925 the dollar and the 
pound had been devalued in terms of gold, and convertibility reestab- 
lished on the new basis, in order to sustain the level of prices reached 
as a result of the inflation of the monetary medium during the war. 

“The great mistake after World War I,” in the words of Mr. Cort- 
ney, “was to try to maintain simultaneously the prewar 1914 price of 
gold in terms of dollars and sterling and the postwar seriously inflated 
price level.” Now, with the cost of World War IT, Korea and rearma- 
ment to take into account, the evil effects of attempting to follow the 
same course are likely to be even more disastrous. “What should have 
been done in 1925 was to recognize in the gold price the inflation that 
had taken place.” The same procedure should be followed now. 
“What was wrong with the monetary situation at that time,” as it is 
now, “was not the so-called gold shortage but the gold value of the 
seriously inflated amounts of dollars and pounds sterling.” A change 
in the price of gold with maintenance of convertibility on the new 
basis was the specific remedy then as it is now, but the Government 
authorities and their experts did not see the light any more than do 
some of our leading bankers and high officials today. 

A gold miner is, of course, under suspicion of serving his selfish in- 
terests if he advocates an increase in the price of gold. Asa matter of 
fact, however, the gold industry prospers in times of depression, so we 
would really be better off if the views of the inconsistent restorers 
should prevail and if a drastic deflation were brought about by fixing 
the price at $35 per ounce. But, of course, we would not be so blind 
as to advocate such a painful course even though it would promote our 
welfare. 

The gold miners, as well as the rest of the country, would be best 
served by monetary policies that would promote economic stability. 
And this, in my judgment, would mean reestablishment of converti- 
bility at a ratio—or a price of gold—that would be neither deflation- 
ary nor inflationary. It should reflect the current purchasing power 
of the dollar and should tend to hold prices where they are now. 
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RELATION OF PRODUCTION TO PRICE 


The welfare of the gold mining industry, small as it is domestically, 
is a factor of importance on the international scale, for the annual 
increment of gold from the mines of the world is a critical element in 
the maintenance of monetary stability under the gold standard. With 
the price held at $35 per ounce and costs necessar ily met in depreciating 
currencies as is now the case, gold production has declined far below 
the desired level. If profits comparable to those in 1940 or 1941 were 
restored, an output in ounces could be expected that would probably 
augment the world’s monetary stocks at the desired rate. To achieve 
this, however, a price at least 50 percent greater per ounce would seem 
called for to offset the existing inflation in costs expressed in paper 
currencies that has occurred since this date. Others factors, obviously, 
need to be considered in arriving at a wise decision as to price, = as 
faras maintenance of gold production at the needed rate is a consider 
tion, a price no less than $50 per ounce is indicated. 


SALES OF GOLD FOR NONMONETARY USES 


Since 1946, the gold absorbed by industrial, artistic, and professional 
uses in the United States has considerably exceeded the entire output 
of the domestic mines. For the period 1946-51, the consumption of 
gold exceeded the domestic production by more than $200 million. 

This actually means that the miners, who are forced to deliver their 
gold immediately to the Mint and accept 35 paper dollars per ounce 
for it, are really providing the “industrial users” with their metal at a 
bargain price enforced by the Government. If the Treasury sales for 
this. purpose were terminated and restrictions on ownership and trade 
in gold removed, the “industrial users” and others could buy gold in 
the free market at whatever price the balance of supply and demand 
would determine. All current procedures with regard to monetary 
gold that still appear to be so highly regarded in official circles could 
be continued ; such as purchase at $35 per ounce of gold that is offered 
and the support of the official gold pr ice by exchange of gold for dollars 
offered by foreign-central banks. The fiction of maint: uning a market 
price for gold by selling it to industry would be ended, an inconsistent 
restriction on the rights of citizens would be removed, and an inde- 
fensible trade practice that is most unfair to a specific group, viz, the 
gold miners, would be discontinued. 


RECOMMENDATIONS 


This procedure, however, is suggested merely as a temporary meas- 
ure, to correct a bad practice pending restoration of the gold stand- 
ard. Thee ompre s+hensive police y to be desired, as I see it. is thi at stated 
in the 1953 resolutions of the American Mining Congress, which can 
be regarded as an expression of the views of the entire metal-mining 
industry. The recommendations of this large and representative or- 
ganization, which I heartily endorse, are as follows: 

(1) That the restrictions on the purchase, sale, and ownership of gold by 
American citizens be immediately removed; 

(2) That the gold standard be restored at the earliest practicable time ; 

(3) That Congress fix the ratio at which the dollar and gold are to be made 
fully convertible and determine other technical procedures involved in the restora- 
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tion of the gold standard, after receiving the recommendation of a commission 
of its creation, to which men skilled in appraisal of the world’s potential gold 
supplies, as well as men of competence in domestic and international finance and 
trade, should be appointed by designated Government authorities. 

While these steps are being taken, the Treasury should cease its sales of gold 
to the so-called domestic industrial market, and thereby terminate the present 
enforced and unfair subsidy to industrial consumers at the expense of the gold 
miners. 

The bills under consideration at this hearing could be easily amend- 
ed to bring them into agreement with these recommendations. 

The objectives of S. 2332 and most of its provisions would be ac- 
ceptable to the gold-mining industry if the fixing of the ratio at which 
the dollar and gold are made convertible (or the price of gold) were 
left to a commission, and not arbitrarily fixed at $35 per ounce. 

The provisions of S. 13 and S. 2514 are not out of line with the ree- 
ommendations in the resolution, although the creation of a commis- 
sion would be preferred to the procedure whereby the price of gold 
was to be determined by reference to the wholesale commodity index; 
and S. 13 might well be supplemented by providing for termination 
of Treasury sales to the industrial market pending restoration of full 
convertibility. 

Senator Bricker. Are there any questions, Senator Bush ? 

Senator Busu. No. 

Senator Bricker. You have been very helpful to us in your presen- 
tation. 

I have a letter from Senator McCarran enclosing a telegram which 
he has received. This telegram is from Mr. Charles A. Hendel, Min- 
eral County assemblyman and Nevada area vice president, Western 


Mining Council, Hawthorne, Nev. We will make those a part of the 
record at this point. 
(The material referred to follows:) 


UNITED STATES SENATE, 
COMMITTEE ON APPROPRIATIONS, 
April 1, 1954. 
Hon. JoHN W. Bricker, 
Senate Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

My Dear SENATOR: Attached is a wire I have received from Mr. Charles A. 
Hendel of Hawthorne, Nev., with reference to the present hearings before your 
subcommittee. 

I would very much appreciate your making this a part of the record of the 
hearings. 

Thank you for your usual fine courtesy, and I extend my kindest personal 
regards, as always. 

Sincerely, 
Pat McCARRAN, 


HAWTHORNE, NEv., April 1, 1954. 
Senator PATRIcK McCARRAN, 
Nenate Office Building, Washington, D. C.: 

Press item show Treasury Department in opposition to your bills. The 11 
Western State Mining Council, 183,000 members, I am sure, agree with me that 
the western miners’ position cannot be properly presented before a committee 
meeting in Washington for the reason that as most western miners are bankrupt 
they do not have the necessary funds to appear or send representatives in their 
behalf, and that it is considered decidedly unfair to the people of the West to 
have such a momentuous decision made by Members of Congress and Federal 
department heads in opposition who have unlimited Federal taxpayers funds 
with which to cover the cost of their side of the argument while the western 
miners cannot appear because of lack of personal funds and they haven’t got the 
privilege of digging into Federal Treasury to meet the cost which would be in- 
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volved in a trip to Washington, and the necessary accompanying expense. With 
the many other vital matters which you must deal with, I wonder how you can 
find the time for even this important matter. As I wired you yesterday—we 
believe that before an adverse report is submitted by the subcommittee, western 
regional hearings should be held so that the western miners may appear and fully 
present their case; either that or Federal funds should be provided to cover the 
expenses of a western States’ mining committee to Washington which should 
include at least three small-mine owners representatives from each of the 11 
western mining States. 
CHARLES A. HENDEL, 
Mineral County Assemblyman, and Nevada Area Vice President, 
Western Mining Council, Box 1245, Hawthorne, Nev. 

Senator Bricker. The next witness will be Mr. Philip McKenna 
of the Kennametal Corp., Latrobe, Pa. You may proceed, Mr. 
McKenna. 


STATEMENT OF PHILIP M. McKENNA, PRESIDENT, KENNAMETAL 
CORP., LATROBE, PA. 


Mr. McKenna. Senator Bricker, Senator Bush, and members of 
the committee: My statement is in support of S. 2332, the Gold Re- 
demption Act of 1954, Passage of that bill will make considerations 
of the other bills unnecessary as far as their principal features are 
concerned, at least. 

It is because of the vital connection between good currency and 
the lives of Americans, I am here to testify in favor of Senator 
Bridge’s bill. 

You may wonder why I should consider myself qualified to make 
this effort to bring to your attention evils which threaten us because 
of the lack of a gold redeemable currency for use by American citi- 
zens. For 50 years of my life, man and boy, I’ve rubbed elbows 
with people all over this great country. And I’ve had the privilege 
of rubbing minds with men of character and knowledge with which 
our country abounds. I have had the experiences of observing and 
yarticipating in the human action of Americans in our daily lives. 
Better, I believe, than foreign economists who write interesting books 
on theories of money and credit, mainly from observations of be- 
havior of people in alien lands, I can interpret the works, hopes, 
fears, and aspirations of Americans and how that fits in with the 
kind of currency system we should have. 

That is the fully constituted gold standard under which we pros- 
pered for so long a time, and which the enactment of the Gold Re- 
sumption Act of 1954 will reestablish. 

I can say best how things affected me as a child, a student, a 
chemist, a manager of metallurgical works at a very early age, an 
inventor, a tool salesman, a founder of a small business as a pro- 
prietor with 12 employees in 1938, now employing 1,300 persons at 
Latrobe, Pa., and at Bedford, Pa., and 100 at our mine near Raw- 
hide, Nev. I know how and why I did things, taking risks, working 
and persuading others to join in good efforts. I know the value of 
the promises men live by. Nothing makes an analytical chemist 
madder than to find somebody has been tampering with the little 
balance weights by which decisions regarding tons of ore must be 
made. Therefore, I come by my indignation naturally when the mis- 
chievous if not malevolent monkeying with our standards of value 
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began 21 years ago. It altered and threatens to alter the contracts 
of freemen all over this country. That mere threat, which this bill 
removes, leads men to do wasteful and bad things, and it tends to 
paralyze the will to do good things. 

Not only can I tell you how the lack of the gold standard affects 
me, but I’ve been talking with many people in ‘steel works, machine 
shops, mines, factories, and laboratories from Boston to Los Angeles, 
in small towns and big cities. I’ve been talking with investors, 
ranchers, and bankers. I write and talk to our employees and to 
their union. I was, therefore, not much surprised at the disclosure 
of the results of a recent public-opinion poll showing that the ma- 
jority of Americans wanted a better dollar and thought that the 
gold standard was a good way to attain it. 

Only because you are entitled to know the background of this 
witness I should tell you that in 1953 I was accorded the double honor 
of being awarded the Holley Medal for useful inventions, and of 
giving the Towne Lecture before the American Society of Mechanical 
Engineers. In previous years your fellow Senator, Mr. Flanders, 
and also ex-Fresident Hoover, as well as our present Secretary of 
Defense, Charles E. Wilson, had been among Americans who gave 
that annual address before that leading American technical society. 
My subject was Economics and the Engineer. I pointed out the 
urgent need for a fixed standard of value. I told them that my studies 
had convinced me that the best standard had been a fixed weight of 
gold. I pointed out that the freedom necessary for the lone and 
determined actions of inventors and their backers was the gold stand- 
ard. I illustrated that by the history of various inventors. It is 
extremely difficult today to establish a new business or to expand 
activities of an established business into new fields. That is because 
of the combined effect of today’s confiscatory taxes coupled with the 
results of inflation. 

With that explanation of this witness’ background you will not 
think it unnatural that in 1948 I became head of the Gold Standard 
League then formed to make known to people the principles of mone- 
tary economics. Members of the league talk to civic groups and to 
various societies and acquaintances. “We do not exclude Americans 
who are in public office from our discussions. We talk to everybody 
who will listen and give a helping hand. We do not exclude candi- 
dates for public office who certainly want to know what their neigh- 
bors are thinking. 

Summarizing the situation in regard to the gold-standard issue, we 
can say the following. 

We have become aware of the threat which lies in irredeemable 
paper currency. 

We are aware of the discrimination against the American citizen 
in the laws which deny to us the advantages of being able to have 
the best kind of money, universally recognized as money, namely gold 
money while the United States Treasury makes good in gold to 
foreign central bankers, turning gold over to them any business day 
in the week at $35 for 1 troy ounce. In the past year we have seen 
over $1 billion in gold withdrawn by foreigners through their agencies. 
A billion dollars is the life savings of $10 thousand each of 100 
thousand American families. Not that IT object to meeting obliga- 
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tions to foreigners but insist that we should be equally fair to 
Americans, 

We are not impressed by the promises that wise and competent men 
appointed by the Government will manage our money better when 
unrestrained by the simple and honest requirement that currency be 
redeemable to the citizen in our standard of value defining the dollar 
as one thirty-fifth of an ounce of gold. Either now, or in the future 
we are sure that such power will be abused. It generally has been 
abused in the past when people gave up that elementary protection. 
Officials who do not intend to abuse that power will be the first to agree 
with us that they do not need it, while only those who actually con- 
template debauching the currency would struggle to keep that power. 
Those who say that the people are perverse and would draw out gold 
when they should not, and fail to draw it out when they should, are 
setting themselves up as persons who presume to know ont what 
should be done with money than the persons who earned it. Espe- 
cially is it presumptuous to oppose the collective result of the judg- 
ment of many independent men with enough intelligence to have 
earned the value against whom those few men, allwise in their own 
conceits, would pit their few opinions as wiser. Often those opinions 
would be prejudiced by their official position. 

We are aware that, wittingly or unwittingly, on March 6, the 
clock was turned back to the bad days 2 centuries or more ago when 
kings or dictatorships maintained that it was their exclusive preroga- 
tive to seize the money of the people and to reissue coins of less value 
of sometimes only paper as their whims or needs dictated. The Ameri- 
can people who generally could not conceive that such violence to prin- 
ciples of honesty could have been contemplated by serious men in any 
administration did not advance prices immedi: itely in proportion to 
the advance in the price of gold in 1933 and 1934. The newsboy who 
offered you a paper January 30, 1934, bearing the headlines “Dollar 
Devalued to 59.6 Cents” did not expect you to pay 5 cents instead of 
3 cents for the paper that day. It took 13 years for the full infla- 
tionary effect of the devaluation to take place, much too slow for 
short-run needs of an administration seeking a quick shot in the arm. 

We have also become aware that bad money does not mean good 
times, that a superabundance of credit at low interest rates does not 
necessarily cause activity in business and employment. Under the 
money and aod management upon that theory for 5 years we had 
10 million unemployed in 1938 and a 26-percent decline in physical 
production in a 1-year period. Only the harsh remedy of war obscured 
the failure of that attempt to manage the credit system without a 
redeemable currency. The red ink of deficit spending was only a 
prelude to the sacrifice of red blood in war. The first recourse of a 
dictator is inflation, all smiles to everyone; as that trick wears out it 
may be replaced by emergencies, real or faficied, to provide employ- 
ment, notably by rearmament; the final recourse has been war as an 
outlet for too much power in the government. Rather than permitting 
withdrawals from their gold banks by the people, dictators have chosen 
to draw upon blood banks. And’ that power doesn’t come from 
nowhere. It is gathered together from millions of citizens, just as 
tiny droplets of mist, each deprived of its tiny share of electricity 
when coalesced into rain, contribute to the dangerous bolt of light- 


1933. 
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ning. That dangerous concentration of power is the very identical 
power which has been taken from millions of people aided by the sly 
processes of monetary and credit manipulation. Such manipulation, 
generally inflation, is restrained when we have the gold standard and 
a redeemable currency. 

The power thus taken from the people renders Senators and Con- 
gressmen helpless to resist demands from various pressure groups for 
further deficit spending to be easily made up by inflation of money 
and credit. That helplessness is a matter of experience told to me 
by Congressmen. It is the loss of the power of the purse, making 
Congress a rubber stamp under irredeemable currency. 

We wish to move the stopped clock forward to modern conditions 
and start. the clock again. It had ticked off years of peace, prosperity, 
and progress under the gold standard during so many years. It is true 
that the same threat in the form of greenbacks during and after the 
Civil War was followed by the long depression of 1873 to 1879. Then 
we had the resumption which made gold coins freely available for 
currency in 1879. There followed the active period known on econ- 
omists’ charts as the gold-resumption prosperity. 

Other witnesses have described the reasons why we can and should 
promptly provide the people with a gold-redeemable currency by the 
enactment of this bill. 

I can add my considered opinion that we can be in much trouble, 
economically and politically, if we don’t. Americans deserve and 
have earned the best kind of money. Americans need the assurance 
and confidence which the gold-coin standard engenders among pepole 
who would provide centers of initiative. We need to encourage the 
integrity and strength of those who can and will undertake invest- 
ments and accept responsibility when we have a measure to which 
honest men can repair. 

That is provided in this bill. 

Gentlemen, one more thing. I spoke of the opinions of Americans. 
It happens that the Opinion Research Corporation of Princeton, N. J., 
has made an opinion poll. I should like, if I might, to put it in the 
record. 

Senator Bricker. It may be made a part of the record, without 
objection. 

Senator Busn. Could we have a look at that? It looks like a big 
thing to go in the record, Mr. Chairman. 

Mr. McKenna. There is a short summary of it there, sir. 

Senator Busn. Do you want the whole thing to go in the record ? 

Mr. McKenna. I didn’t mean it was to be printed again. 

Senator Bricker. We can print the summary in the record and 
leave the book as part of the committee files. 

Mr. McKenna. That is satisfactory. 

(The matter referred to is as follows:) 


HIGHLIGHTS OF SuRvEY BY Oprnton RESEARCH Corp. CONCERNING WHAT THE 
AMERICAN PropLeE THINK Apout MonrEy, INFLATION, AND THE GoLp STANDARD 


(This survey was conducted for the American Economic Foundation, 295 
Madison Avenue, New York, N. Y.) 


The American people are definitely interested in discussing and solving the 
problem of inflation and high cost of living. 
They know and fear the effect of inflation on the value of their savings. 
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Rather than get more money, they would prefer to be able to buy more with 
the money they now receive. 

In spite of the lapse of time, most of the people still remember the gold 
standard. 

When made aware of the stabilizing function of gold, 61 percent said it 
“sounded like a good way of controlling high prices and inflation.” 

Any program built around public interest in stable money is virtually assured 
of success, 

“If you had a choice, would you rather get ahead by receiving more money 
or by being able to buy more with the money you are now receiving?” 


Percent 
Buy more with money now receiving_--~- Netieitisundemalcncditentantae eaghaptcbahnact +(e 
Receiving more money-_-_-_- czacabee ; ; idiia Se taiealcamaabaaeitinete ne 22 
Other answers *___- ae eas dele actaniaabin-<insievecare ee ; pot i 


1Such as: 
“T don’t see any difference between the two.” 
“It amounts to the same thing.” 
“Why would you rather be able to buy more with the money you are now receiving ?” 
No opinion ; i ‘ i cei st icstianisivaelapilidpaiags 4 


“Suppose a man had an income of $150 a month. Would he have been able to 
live better on that $150 a month back in 1946, or would be able to live better on 
it today?” 

Percent 
Live better in 1946__- . : ing a jane St. ES Socal in dstieatenes a” OD 
Live better today.___.....__-~- ; eaten Dalen ntaetot Zone® 


No difference ence el eataehtininsteacatetethed . Maa sc uant 5 
No opinion cs aati ys ie S cia alas 4 
“Why do you say that?” 

Percent 

Total who say a man would have been able to live better in 1946______ 85 
Things cost more today, prices are higher_________ apiece sicchthaecesiaagetaematagia te 76 
Fan A URN, SU esi incisal bon 3 
Price controls were in effect in 1946 ; a “ a Saiaamende 2 
Wages were in line with the cost of living then._______ ere secenaila sian 2 
Harder to keep up with today’s standard of living___- ; Pinientd 1 


“Would you say prices have gone up a great deal or not very much since the 
end of World War II?” 


Percent 

| a aan ested a ape meen in 76 

meee a SN ao os inde Sey Sein lel icennnmens ; 17 

Other answers ' 4 a , ‘ 7 5 
1 Such as: “Some have gone up, some have gone down.” , 

BO vpiblews.. 262. diliien a tent 2 


“Suppose that tomorrow morning everyone in the United States had twice as 
much money as they have today. Do you think this would have any effect on 
prices, or not?’ 

Percent 


Yes _- aaah Rt a da ae el Ne Jasnespipaaeaietieaciaiaae 
Dail hg Nee a ee sitiieee eve cette diabuad oscar gab tae nadia essieiaes eencican adm er 
Don’t know __ ics iacipelgiaai ate ‘ageiindicted % sbi wichita asa 8 


“Do you think prices would go up or down?’ (Asked only of the 82 percent 
who say this would have an effect on prices. ) 
Percent 


Ue rake eh eee icine deidenspigntgiencateiiind imc eS ae 
Go down hs Sih n celta aaa bc Ad scien diets sinsiniaeihle wcnildeastabiit sajeiiihatidicteiuniion cdiiggiia taal 2 
Don’t know ee PE iin ds De nits liiiicsaade a ee mee 1 


“Do you think prices would go up a great deal, or not very much?’ (Asked 
only of the 79 percent who say prices would go up.) 
Percent 


RR Uti aes cp ler reese Whe cl csesto he Mlesinctegpnsden Mieilinesiccs dh ented esc aadesatlbalts ttle eat, eal 59 
Medium amount ks ash libeee ican tallied a heise neonate nian salah ak dail . coe ae 
Pt TOES MUR sa emc cece ccweetweeeesinnwnnmaannwn: emcaiatcucen ienntesigalies 3 
No opinion re as a Ean rete tytn hae a eee wie : nina 3 
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“Have you ever heard of the gold standard?” 


Percent 
Yes ee Bae a a a a oleictiiaeuaciebes 78 
No or don’t know oe = sctaeaicentiatia \dastnndlogeel wen em omen inenesinien avn 
“What is the gold standard, as you understand it?” 
Percent 
Total who have heard of gold standard_-_-_- ahicks be rrr | 
Gold to back currency ; each dollar is backed by the same amount of gold____ 35 
Gold is the standard on which values are based; the basis of our monetary 
system - a ‘ . iaetilieeta india pet sikiesecaideeiaaielis 11 
Being able to exchange paper money for gold : é és pidkodiokbens 
Protects value of money ; helps prevent inflation___.______________--------- é 
Sets a fixed price on gold; pegs the price per ounce ee ee 
Something we used to be on but aren’t now . a ale icaiiieasesaadaceaae 2 
Basis of international currency Z SL hae a ca as ce 2 
Using gold instead of paper money 7 < ae silepemanceaseraeacte 1 
The amount of gold in reserve; amount stored at Fort Knox gc Te 
Gives the Government borrowing capacity cr kabel x toes iain Re EOD 
Other answers- ee ; ce ali ciachectel ail diteiidi nian 3 


Don't know FeltaS te eee 
1 Less than % percent 

“Is it your impression that this country is or is not on the gold standard?” 

(Asked only of the 78 percent who say they have heard of the gold standard.) 

Percent 

eae i sheiloethsetchpilenioasinsid casts cthanigsccogh toa 23 


aap ampuactceeer Mae 
siusiaasoeisesan: | ae 


“Do you think we should be on the gold standard, or not?” (Asked only of 
the 78 percent who say they have heard of the gold standard. ) 


Is 
Is not on . 
Don’t know iota 


Percent 
Should ; : a a 38 
Should not ; 7 13 





No opinion ae oases eae mtpte een Sarena ae 
Say they Are we now on Should we be on 
have gold standard? gold standard? 
heard 
of he 
Id ‘Von No Should Should No 
standar¢ not | Opinion 
‘ Percent Percent Percent Percent Percent Percent 
Gener it 78 23 43 38 3 27 
M R4 23 52 13 16 | 25 
Womer 71 25 33 33 9 29 
21 to 3 ears 67 2 1 32 2 ° 23 
» 40 year 78 23 42 36 5 27 
4 5 ears S2 22 46 $] 13 28 
l ar ver 82 21 49 41 2 29 
Farmer 74 12 47 33 3 28 
W hite-collar worker SY 29 i) 14 6 29 
M 1al workers Hs 21 55 33 11 24 
Ss ( m tatus 
Upper 13 27 59 48 6 29 
Middl s4 26 4 4] 14 20 
Low (0) 17 29 8 9 23 
Now 79 2t 42 18 12 19 
M 4 27 46 42 13 27 
Ni ( 27 ‘4 43 1 28 
South At] 7 { 13 33 13 21 
o h ( J 69 if 38 25 3 31 
West 8 27 42 38 5 30 
tural farm 71 15 12 32 14 25 
Rural nonfarm 78 24 41 38 12 28 
2,500 to 24,999 SO 23 4} 4] 1 28 
¥5,000 to 99.999 R0 19 52 39 17 24 
100.000 to 499.999 7 2t 40 3] y 30 


500,090 


and over 79 29 39 37 16 26 
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11. After reading a statement of the function of the gold standard, a majority 
of people say that the gold standard sounds like a good way of controlling 
inflation. 

As shown in the section below, respondents were asked to read a card which 
depicted the gold standard as a means of protecting the value of our money and 
providing a check on inflation by limiting the amount of money in circulation. 

The purpose was to determine whether the statements on the card would be 
accepted as a good argument for the gold standard. 

The results of the question suggest that support can be built for the gold 
standard by presenting it as a means of controlling high prices and inflation. 

12. The argument that the gold standard is a good way to help check inflation 
is even accepted by a third of those who had previously stated that we should not 
be on the gold standard and by half of those who had never heard of it. 


Should we be on the gold standard? 





Haven't 
lg a heard of 
Should hould not | No opinior gold stand- 
| ard 
Quine — _ _ —— — - —|—_—_—_____|_________. 
Does gold standard sound like a good way of controlling | 
inflation? 
Percent Percent Percent Percent 
Total__-. alse ‘ si dies 100 b 100 | 100 100 
Yes cule Si cute Ai eee 3 82 32 54 50 
No ; 3 Sats gy 58 20 12 
No opinion 4 ; 9 | 10 38 


' 
“I'd like to have you read this card carefully and then I'll ask you a question 
about it.” 
(The card given respondents read as follows: ) 
We are not on the gold standard now. 
One purpose of the gold standard is to protect the value of our money. 


Money loses value when the amount of money in circulation increases 
faster than the production of goods. 


This results in inflation and high prices. 


The gold standard helps to check inflation because the amount of money 
in circulation is limited by the amount of gold on hand to back it up. 


“Does going on the gold standard sound to you like a good way of controlling 
high prices and inflation, or not?’ 


: Percent 
WOO ah cecsadss apace tA cea. tage uid west ehoS Sgt 5 Sen elsewhere 61 
DO a ccc unas alae sta aad cateale ltig wal eetsiae iain doen ein dedeligebpadauiletmendcvaued 19 
DA Ci wei tater ide aieginl oa roapebontaiicceaaheabb akan de biatlciaeiteeaiacaen 2 


“Why do you say that the gold standard sounds like a good way of controlling 
high prices and inflation?” 


Percent 
RMN OUR SU TR i ia esse neers mm teehee hedaecpeaeenies sha aohticsegiaen 61 
Gold standard protects the value of our money; insures that we get a dol- 
SU PER I iw sain er etinn es cnnns ceaeuenelaaraslamnenatapmearesdshinies 1 
Amount of money in circulation is limited by amount of gold____________ 1 


it woul: iseist chock Gntetiee. aii. cs er i le Ee 
It would help keep prices if. Um@ nw. .cnsencnctemmeccmeian 
it WOUlG Dring SN0uL STreater BlOO ity ns es ee aa eed et as 
People would be more careful ¢ about EES, FEMIRIN oon cs ere baa enses 
According to the card, it is; that’s what it says on the card____ 


ANN kAOIs 
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“Why do you say that the gold standard does not sound like a good way of 
controlling high prices and inflation?’ 


Percent 

Total who say this______-~- TATRLAEVE Sb RPE SAR ae ae Hee 19 
Other types of control are better: price controls, greater productivity, etc_ 3 
Money is money; gold backing not necessary__--_- ant hin tain dees Retain 2 
Gold standard limits the amount of money in cireculation____--_--_----- 1 
Might cause a recession secs alia Nie, SiN asia cs tine ca ARIE arash heheh le iS 1 
Would not be enough gold__--- iene necletled tits DE Dara hk gadin td cc EAS co 1 
Could accomplish same result by stabilizing wages pause a Se 1 
Might hurt foreign trade______----~ las oes aac near See epee 1 


Question 26: Which of these do you or your (husband) (wife) have at the 
present time? 


Sav- |Check-| Life |Govern-| Com- | Corpo-| None Not re- 
ings ac- ing ac- | insur- ment mon- ration y ported 
count | count ance bonds | stocks | bonds | them 
Per- Per- Per- Per- Per- Per- Per- Per- 
cent cent cent cent cent cent cent cent 
General public, total 50 62 79 42 13 54 7 1 
New England 62 53 78 41 2) 7 8 1 
Middle Atlantic 65 56 83 52 15 4 5 1 
North Central 51 68 82 46 13 6 5 1 
South Atlantic 37 59 84 34 12 6 8 (1) 
South Central 27 59 67 31 7 2 16 1 
West 58 70 70 42 16 7 4) (4) 
Size of city 
Rural farm 29 64 71 34 11 4 ll (‘) 
Rural] nonfarm 44 64 74 41 12 6 ll 1 
2,500 to 24,999 52 72 86 44 12 6 2 1 
25,000 to 99,999 60 61 85 47 20 6 4 (!) 
100,000 to 499,000 54 57 82 41 10 3 8 | 1 
500,000 and over 63 52 83 46 15 6 6 (4) 
Men 52 64 81 42 14 6 7 1 
Women 48 60 78 43 12 | 5 8 | 1 
21-30 years ae 48 57 79 36 | 9 4 6; () 
31-40 years Ste 48 62 82 40 | 11 5 7; @& 
41-50 years 50 68 &3 43 13 6 | 6 | 1 
51 years and over_. 4 a 52 62 75 | 47 | 18 6 | 9 | 1 
Farmers 28 69 73 37 13 4 10 0 
White-collar workers___.___- ead 59 80 85 52 20 8 | 2 | 1 
Manual workers 46 46 79 34 7 2 | 9 1 
Socioeconomic status | | | } 
Upper 65 91 89 67 32 15 1 | 1 
Middle 54 70 84 45 13 4 2 | 1 
Lower 35 35 68 26 4 2 18; (') 


1 Less than % percent. 


Percentages add to more than 100 because of multiple answers. 


Senator Bricker. Do you have any questions? 

Senator Busu. I would like to ask Mr. McKenna, I know he is 
a man who has devoted a tremendous amount of time to this subject, 
just how do you conceive that the passage of this bill which you are 
interested in; what would it do that would create all these wonderful 
results that you speak of ? 

Mr. McKenna. Well, sir, a mother who is trying to tend to the diet 
of her children has a little trouble doing it when a doting grandmother 
keeps a candy store around the corner. There is no stopping the 
demands that are made for the expenditure of more money. 

Senator Busu. I still don’t quite see how this preventat:ve is going 
to work, exactly. That is something we would like very much to get. 
We talked with Mr. Spahr, who, as you know, is a very eminent 
economist on this subject. I asked him that question and he hasn’t 
answered it yet. 

Mr. McKenna. Yes, sir; thank you. Mr. Buffett, who was a Mem- 
ber of Congress here for three terms, told me that we were as helpless 
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as a fireman going to a fire without the fire hose coupled to the hydrant 
when we haven't the gold standard. The administration can always 
say there is an emergency and that they have to have a bill passed 
immediately for more money. 

Senator Busu. But wait a minute. What is the fire hose that you 
are talking about that this bill is going to put in your hands? What 
are the mechanics of it? 

Mr. McKenna. The power to say to the constituents who are fuss- 
ing for an increase in the American war veterans’ pay, or something 
like that, you say to them, “We would like to do it but unfortunately 
we are running out of funds in the Treasury, and the Treasury told 
us that there are people drawing out gold bees ause the dollar is getting 
weaker and we can’t appropr iate this money.’ 

Sir, the history of all countries that have sive that power to the 
government has been that they went in no other way than the way 
we have been going for the past 20 years. 

Senator Bu: SH. "Then your conception is that deficit financing, if 
you will, and borrowing by the Government would create fear of the 
currency so that people’ would draw gold out to protect their savings; 
is that right? 

Mr. McKenna. Yes; they would say it has always gone the same 
way. They are even talking at these hearings of the devaluation of 
the people’s dollar, of their life i insurance. 

Senator Busu. Actually what is causing that devaluation is the 
excessive spending over receipts; is it not? 

Mr. McKenna. Yes,sir. That is a link in the chain. 

Senator Busy. That is an important factor in the monetary infla- 
tion that has taken place over the years; don’t you believe? 

Mr. McKenna. Yes. 

Senator Busn. You say that if these people have the right to with- 
draw gold and convert their savings into gold and they start to do 
it that that would have a restraining influence on the C ongress and 
therefore it would say, “We are going to stop spending ?” 

Mr. McKenna. No, sir. Not in all circumstances. 

Senator BusH. We are going to cut spending, reduce it; is that your 
conception ? 

Mr. McKenna. No, not in all circumstances. 

Senator Busn. I don’t want to put words into your mouth. 

Mr. McKenna. My conception is that it would strengthen the 
citizens who are in Congress and in the Senate; it would strengthen 
us, the people of the United States against what you call govern- 
ment. I think there is a difference between government and people. 
T think the House and the Senate are the people, and we want you 
to be in a position to say, “We aren’t going to do this because there 
isn’t any more money.” I think you will agree that the American 
people will always support the good actions of our own Representa- 
tives in Congress. 

Senator Busn. I agree with that general philosophy. We have 
started here now to pass tax bills. We are going to pass tax bills 
and raise a certain amount of money, estimated before we make 
appropriations, which I think is a perfectly cockeyed procedure. 
I am sure you agree with that. We don’t run our towns that way, 
but that is the way the Federal Government runs by custom. Maybe 
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someday that should be changed. That would have a restraining 
effect, which is what you want. 

But I still don’t see that if that procedure under which we operate 
here remains in effect, the way we pass tax bills, and we are going to 
raise $62 billion by taxation, how this gold standard business, this 
convertibility, is going to be any particular restraining effect on the 
Congress from increasing the spending from $65 billion, as estimated, 
up to $67 billion. 

Mr. McKenna. We don’t want to restrain our Congress. 

Senator Busu. Yes, you do. 

Mr. McKenna. No, sir. We want to have our Congress restrained, 
and our Government, from abusing us. 

Senator Busu. Our Congress is our government. 

Mr. McKenna. No, sir. There is the Government and there is the 
people. 

Senator Busnu. It is as far as money is concerned. It is as far 
as What we are talking about. Congress makes these determinations. 

Mr. McKenna. I understand they receive long bills from the 
various administrations, and then they pass upon them. 

Senator Busu. Sometimes, but not always every time. These bills 
were not written by the administration at all. I want to get back 
to gold. I believe we should be on a gold standard. I believe there 
are many advantages in it from convenience and also some advantages 
from what you have in your mind. But I don’t think that the pro- 
ponents of this bill have made a convincing argument yet that will 
convince the men on the floor of this Senate that a mere return to 
convertibility will be a great aid to us in balancing the budget, so to 
speak, 

You make the point that it should be. But I don’t see the mechanics 
of that. It doesn’t add up to a conclusive argument. It is an asser- 
tion. But it hasn’t been proved by these commissions who advocate 
convertibility. I am entirely in sympathy. I want them to make 
a better case, but they don’t do it. 

Mr. McKenna. The mother cannot attend to the diet of her chil- 
dren when the grandmother keeps a candy store. When they have 
plenty of irredeemable paper money and bonds to be issued without 
anyone getting any gold for them, it just goes on and on. History 
has shown that, surely. Every Senator must know the history of 
every other country that has been on an irredeemable paper money 
basis. 

Senator Busn. Just a minute on this other country business. I 
don’t think the decline in the france over the years which you and 
Mr. McLaughlin referred to was due to that. It was due to very 
bad internal fiscal practices by the French Government. 

I don’t think convertibility, if we had had it, could have saved the 
franc from very substantial deterioration over the years as long as 
they were conducting their government the way they did. That is 
my point. If we thought this could save us from deficit financing, 
stop us from borrowing money, if you could make a good case on ths at, 
you would have a fine point. We haven't that. 

The proponents of your point of view, despite my sympathy with 
them, just haven’t convinced me that going to conve rtibility would be 
of any substantial benefit to us, or would have had any really notice- 
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able benefit in balancing the Federal budget. I think that the best 
case is to get the budget balanced, put our fiscal hourse in order, and 
then go on to convertibility. I think the people are entitled to that 
as soon as it can be done. But the thing that troubles me is that we 
might do it too soon. As soon as everybody sees this gold, which I 
think is the candy store, they are going to go there right away. I 
think what we want to do is to remove any advantages from converti- 
bility of a mass nature so that people will not go there all of a sud- 
den. That can be done only by putting our Government house in 
order as far as fiscal matters are concerned. 

Mr. McKenna. You already have a law about the $275 billion 
maximum debt, and you already have a law that there should be 25 
percent reserves. You have already such limitations on. Why not 
put the limitations on that will greatly aid our credit and make it pos- 
sible to sell bonds when we want to to legitimate investors, namely, the 
reassurance that they will be paid in something that will keep its 
value. That would be very helpful to the United States and cause 
people to now that spending money is very bad because we have to pay 
it back sometime. 

Senator Busn. I agree with you. I think we should. I think we 
should get the convertibility so, as you say, people can get something 
of permanent value that they er they have in gold. I think the 
only question now is when we can do that with the least risk of 
everybody wanting it all at once ee ‘ause of our past sins. 

Mr. McKenna. I was a little confused by Mr. Martin’s statement, 
that things would have to get a good bit worse before we need to get 
on the gold standard, and “the other statement by Mr. Burgess that 
things weren't quite good enough to get on the gold standard. 

Senator Busi. I would have to see the record on that. 

Senator Bricker. Thank you very much. The next witness will be 
Mr. H. J. Stuhlmiller, president of the State Bank, Fontanelle, Iowa. 


STATEMENT OF H. J. STUHLMILLER, PRESIDENT, STATE SAVINGS 
BANK, FONTANELLE, IOWA 


Mr. Srunimitier. Mr. Chairms in and members of the committee, 
I am president of the State Savings Banks of Fontanelle, Iowa. I 
have served that bank for the past 47 years. I have served longer 
under the gold coin standard than I have under our irredeemable cur- 
rency system. I was also vice president and treasurer of the Iowa 
Bankers Association. I was a member of the lowa Commercial Bank- 
ing Credit Restraint Committee. I was also chairman of the Fon- 
tanelle War Bond Committee. 

I am in favor of the passage of the Bridges’ gold standard bill, 
S. 2332. Under our present irredeemable currency system I am un- 
able to counsel my people because I don’t know what the money man- 
agers are going todonext. Are they going to give us just a little more 
inflation or a lot? Or are we going to be relegated to an annual 5 per- 
cent value in our savings? In view of the scarcity of time remaining 
for these hearings I will ask permission to submit my testimony for 
the record. If there are any questions, I will be glad to answer them. 

Senator Busn. Suppose we had convertibility now. What would 
you advise these people to do? You say you are having trouble now 
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advising them, that you don’t know what to do. What would you ad- 
vise them to do if we had convertibility ? 

Mr. Srunt_miuter. During the years that we did have convertibility 
we could advise our people because we were guided then by the natural 
economic laws of supply and demand. 

Senator Busn. And also by balanced budgets in Federal opera- 
tions ¢ 

Mr. Srunctmitier. That is right. I might expand on that. . Our 
bank always had gold to pay our depositors at that time because we 
were permitted to. 

Senator Busu. People didn’t ask for it much. They wanted it at 
Christmas time and a few things like that. They weren’t interested 
in converting. Why? Because ‘they had faith in the currency 

Mr. SruH_MI.uer. Yes. 

Senator Busu. Today, as a result of the deficit financing over the 
years and unbalanced budgets over a period of 23 years, there were 
only 3 years that we had a balanced budget, I believe; you are troubled 
about this situation. If we had convertibility what would you tell 
them to do? Convert? 

Mr. Sronimitter. The bank depositors do not like to take gold at 
all because they run the risk of oune it from theft or destruction and 
they receive no interest on it. I did discover during the boom in the 
1920’s that some of them did draw on gold. They had that right. 
They were just a few. It was reflected in interest rates, and then “the 
interest rates could not be rigged. The money market could be rigged 
only to a small extent. The economy came back to quite a period of 
what we called normal conditions and our money retained its value, 
which it is not doing now. 

Senator Bus. That is my question, which you haven’t answered. 
What would you advise them to do if you say it isn’t doing it now, 
if you had convertibility? Would you advise them to conv vert their 
savings accounts right now? 

Mr. STUHLMILLER. They wouldn’t ask because when we were under 
convertibility it was the mere knowledge that existed that currency 
and bank deposits could be converted. That was sufficient to keep 
Congress economizing and not go into deficits. I recall the time when 
they sent packages of garden seeds to their constituents and were 
criticized. Things were different under this system. They recog- 
nized that they must keep that promise to pay if the people want it. 

Senator Bus. I will withdraw the question since you don’t want 
to answer it. 

Senator Bricker. Thank you very much. Without objection, your 
statement will be made a part of the record at this point. 

(The statement referred to follows :) 


STATEMENT OF H. J. STUHLMILLER, FONTANELLE, IOWA 


(Employed with the State Savings Bank, Fontanelle, Iowa, since 1906; as 
cashier, 1921 to 1937, president since 1937; vice president Iowa Bankers Asso- 
ciation, 1940-41; member Iowa Commercial Banking Credit Restraint Com- 
mittee, 1951 ; the State Savings Bank is a State member of the Federal Reserve) 


Mr. Chairman and members of the committee, I believe that this bill, S. 2332, 
restoring the gold coin standard should be passed. Now is the time. If you 
wait until a public flight into tangibles takes place it will be too late. 
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I am convinced that this issue transcends in importance all other issues con- 
fronting the American people today. The responsibility for its solution rests 
upon the Congress. Courage to act must come from your own willingness to 
look down the road that irredeemable currency is taking us. 

I am confident that the American people are a good deal like my people back 
home. They know that something has happened which has completely altered 
the course of our Nation’s destiny. But they are still in the dark as to what is 
actually responsible for this change. They are puzzled. 

Those who recall the period before 1933 remember that Federal finances were 
handled much differently at that time. I remember that our Congressmen were 
criticized for wastefulness when they mailed small packages of garden seeds to 
their constituents. Now, how different it is! 

Today the people see the Government operate as though it makes no difference 
whether receipts from taxation cover expenses. The Government doesn’t run 
out of money to spend. ‘he people express concern, but do not understand the 
implications, or what to do. 

They do not know that much of the money that our Federal Government re- 
quires above its receipts from taxation is obtained now by means of simple 
bookkeeping entries. This is called “monetization of the Federal debt.” 

The Treasury simply delivers Government bonds to the commercial banks, 
and the banks write a credit to the checking account of the Treasury, just as 
though the Treasury had deposited actual money. 

On the other hand, when the Government sells a bond to an individual or a 
corporation the bank takes the amount from the account of the individual or 
corporation, and credits it to the Government’s account. No new money is 
created. 

In the first instance, bank deposits are inflated. The result is inflated bank 
deposits, rather than large issues of printing-press money. Thus, the cause of 
the deterioration of the purchasing value of our money is hidden from the 
people. 

States and local governments have to finance their deficits by consent of the 
people, whereas monetization of Federal debt by our Federal Government re- 
quires no vote of the people—neither does it even require approval by Congress. 

The operation of the gold coin standard would give to the people the power 
of restraint. The knowledge that the people have this power, even though they 
do not exercise it, is the silent yet effective support that you Senators and Con- 
gressmen require and deserve. The gold standard, and nothing else, will give 
you that support. 

My people are alarmed because the money they have been saving, as well as 
their life insurance and their maturing E bonds, does not go very far now. 
Many have worked and saved and thought they had enough accumulated to 
retire. Now they fiind that they have to resort to old-age pensions, with the 
disappointment and loss of self-respect that goes with being dependent upon 
Government. And they don’t know what is coming next—a little more inflation 
or a lot—and I can’t counsel them with any assurance. 

The public does not see the relationship between their situation and the moneti- 
zation of Federal debt. Yet it has watched this vicious process continue for two 
decades with no effective restraint. 

Already it is suspected that the same monetary medicine that the previous 
administration used to raise the price level—and which finally did so with a 
vengeance—is being used again by the present administration. 

I am sure you gentlemen know that our resort to a paper-money basis in 
1933-34 is the root cause of this situation. Likewise, I am sure you know that 
we cannot have sound and honest money until our paper currency is again re- 
deemable in coins of gold; the metal that is already standard in our dealings 
with foreign countries. 

You know yourselves that the public has neither the time nor the ability to 
comprehend this issue. 

Consequently, you cannot expect the people to bring pressure upon Congress 
to restore the gold-coin standard. 

I know there are many prominent citizens who still nurse the delusion that 
balancing the budget provides the people with sound money. Not so. 

Balancing the Federal budget is desirable. But without the restraining in- 
fluence of redeemable currency, it is impossible to realize that aim except for 
brief intervals. 

Even if the budget were balanced, the monetization of our Federal debt goes 
on. 
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With a balanced budget, Federal debt held by the public can still be transferred 
to the banks. And, with even greater tragic consequences, Federal obligations 
held by the banks could be transferred to the Federal Reserve. 

Passage of this bill will be an effective brake on deficits and debt monetization. 
Yet it will preserve intact the original powers of the Federal Reserve System 
and allow it to expand and contract the money supply within legitimate limits. 

The decision to reutrn to the gold-coin standard should be made by the elected 
representatives of the people, the Congress—and not by the Treasury. 

This responsibility is placed directly upon Congress by the Constitution. 

You gentlemen are trying to resist the demands of the pressure groups; you 
are trying to eliminate waste in Federal spending; you want to restore Federal 
finances to a sound basis; you wish to protect the purchasing power of your 
people’s savings; yet you are like firemen fighting a fire with an empty hose. 
Without redeemable currency, you are compelled to stand by without the help of 
the people whose support would enable you to quench the flames of inflation. 

The passage of this bill will give you silent, positive, irresistable support at 
the grassroots of the Nation in your fight for economy. It will give the Ameri- 
can people a sound and honest dollar, which their vigilance and yours can make 
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Senator Bricker. The next witness will be Mr. J. H. Frost. chair- 
man of the board of the Frost National Bank, San Antonio. Tex. 


STATEMENT OF J. H. FROST, CHAIRMAN OF THE BOARD, FROST 
NATIONAL BANK, SAN ANTONIO, TEX. 


Mr. Frosr. Mr. Chairman, I would like to identify myself first. 
My name is J. ” Kabsecy I am chairman of the board of the Frost 
National Bank of San Antonio, Tex. I have had some contact during 
my many years with the Federal Reserve en I should like 
to state that the 6 years I acted as class A, ¢ group 1, director of the 
Federal Reserve Bank of Dallas, and for the next 5 years I acted as 
the advisory councilman representing the 11th District. 

We have some witnesses whom I think it is very important that 
we find time to hear from. In view of that fact, and to conserve time, 
[ am going to ask permission to not read my statement but to file in 
the record. 

Senator Bricker. It will be made a part of the record at the con- 
clusion of your remarks and printed in full as you have submitted it. 

Mr. Frost. However, if it is permissible, I would like to make one 
short statement. 

Senator Bricker. Go right ahead. 

Mr. Frosr. It is not included in formal statement but I think it 
needs an expression from somebody. From the testimony of the 
representatives of the Treasury Department, the Federal Reserve 
Board and the proponents of all the money bills under consideration 
it is quite clear that there is uniform agreement on the desirability 
of ultimate redemption. There, then, only remains the question of 
when. It should not be difficult to agree that the time should be 
when we will have the most favorable possibility of success. 

It seems logical that this time would be when we have the most 
avorable ratio of our gold supply to potential demands against it. 
We have a higher ratio of gold te potential demends that has been 
necessary in our past history or in other redemptions successfully 
undertaken and carried out in the past. It might be argued that 
we should wait for a more favorable ratio, except for the fact that 
it is becoming less favorable each vear and that the history of irre- 
deemable currency clearly shows that such development is inherent 
in the system itself. 

The ratio is not as good today as it was but it is better than it 
will be in the future. So it seems quite clear that the sooner we under- 
take redemption the more certain we are of success. 

Senator Bricker. What is that ratio fixed on? 

Mr. Frosr. The ratio of gold? 

Senator Bricker. To what ? 

Mr. Frost. Against potential demands. We consider potential de- 
inands to be the mone y in circulation, which is about $30 billion, = 
the total bank deposits, which are about $200 billion. We have : 
sold supply of something over $22 billion. So we have svasuninaialy 
9 or 10 percent—— 

Senator Bricker. But you don’t consider the Government debt? 

Mr. Frost. The Government debt? 

Senator Bricker. The Government bonds. You are not consider- 
ing that ratio as shown by Professor 
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Mr. Frost. We don’t consider the Government debt against the 
withdrawal of gold. 

Senator Bricker. But one of the witnesses this morning did in 
coming to his ratios; did he not? 

Mr. Frost. The Government debt was a potential demand against 
gold? 

Senator Bricker. Yes. 

Mr. Frosr. Of course, that was the same old thing we heard back 
in 1933, that the total debts of all kinds of the country couldn’t be 
paid with $4 billion of gold and therefore we had to go off the gold 
standard. But the history of money was such that a reasonable 
ratio—— 

Senator Bricker. That was made by Mr. Pick, wasn’t it, this morn- 
ing in the paper that was read by Mr. McLaughlin? I just wanted to 
get the basis of your figures. 

Mr. Frost. In my opinion, there is not the potential demand—— 

Senator Bricker. That is what I wanted to bring out, that your 
figures are based upon the other formula. Have you finished your 
statement ¢ 

Mr. Frost. That is all I care to say, unless there are some questions. 

Senator Bricker. I don’t have any questions. Thank you very 
much for coming. 

(The prepared statement of Mr. Frost follows :) 


STATEMENT OF J. H. Frost, CHAIRMAN OF THE Boarp, Frost NATIONAL BANK, 
San ANTONIO, TEx. 


I understand that my statement must be very brief and that I am to present 
my views with respect to the desirability of sound money in the interest of 
the general welfare and particularly as an aid to sound banking. 

Since in this discussion I will frequently be using the term “sound money” 
and since the Treasury Department and the Federal Reserve Board have indi- 
cated that money is sound when so managed that we have a stable price level, 
I should like to state that “sound money” as used herein is money consisting 
of, or easily and certainly redeemable in, a definite quantity of a material 
thing having a value in the markets of the world independent of Government 
fiat. It is my belief that the proposed Bridges gold standard bill fulfills the 
conditions requisite to soundness and that any form of irredeemable paper 
is the antithesis of soundness, no matter how “managed.” 

It is difficult, if not impossible to show that there is much if any difference 
in the effects of monetary policy on the banker as compared to the rest of the 
population. The kind of money used in the operation of our economy is either 
beneficial or detrimental to the entire economy, which includes bankers as it 
does everybody else, and I can see no conflict of interest between bankers and 
other elements of the population. If we destroy, or create chaotic conditions 
in, our economy by an overissue of nonredeemable money (which includes de- 
posits) no segment of the population will escape disaster. When the “flight’’ 
from money occurred in Germany in the early twenties, even those speculators 
who had borrowed large amounts to put into real estate and “equities” were 
destroyed by the complete collapse. It is not a contest between creditors 
and debtors but a question of economic welfare and preservation for all. 

Nevertheless, there is some difference in the responsibility of bankers as com- 
pared to others of the general public. Whether it should be true or not, the 
mass of people are usually quite ignorant or rather quite unconscious of what 
constitutes sound or unsound money and therefore are in no position to evaluate 
or appraise the effects of sound or unsound monetary policy. They have en- 
trusted their funds to the bankers of the country and rightly or wrongly rely 
on their knowledge, experience, and judgment to influence national monetary 
policy. Therefore, it is my opinion that the responsibility of bankers is very 
great. It is true that under present law a banker has discharged his obligation 
to his depositor when he stands ready to deliver paper dollars not convertible 





Pe. | 


seit 


Se 


sew 


{ 
; 
; 
# 
| 





GOLD RESERVE ACT AMENDMENTS 289 


into gold. I recognize, of course, that Congress has the final responsibility for 
the nature of the monetary standard and system which our people shall have, 
but I am convinced that morally, although not legally, the banker has the obli- 
gation to protest against unwise legislation in the field of money and banking 
end to plead in behalf of those who have expressed their confidence in him by 
placing their funds in his care. 

It is hardly necessary at this late date to present to this committee either 
arguments or statistics to convince them of the fact that the 1933 suspension of 
redemption and the following 21 years of operating our economy on an irredeem- 
able currency basis has resulted in the creation of huge obligations on the part 
of the Federal Government and all subordinate government entities (States, 
counties, cities) in addition to a very large volume of deposits in the banks of 
the country none of which obligations are payable or redeemable in gold—the 
commodity of most universal marketability. 

It should not be necessary to produce further evidence or persuasion to con- 
vince any intelligent person that a continuance of our irredeemable currency 
system can only result in perpetuation of an unsound and probably ultimately 
dangerous state of affairs in the field of money. 

If anyone is so credulous as to believe that the money managers will reverse 
the trend, I should like to refer to the record of what happened when the new 
Republican administration came into power, and I suggest that you bear in mind 
that the platform of 1952 pledged a return to a currency redeemable in gold. 
Nothing was done to reduce the money supply although support of the Govern- 
ment bond market at a fixed level was withdrawn. Business was booming and 
there was a strong demand for bank loans. There was no shortage of loaning 
power on the part of the banks; but in order to meet the demand for credit it 
was necessary for them either to dispose of a corresponding amount of Govern- 
ment securities or to avail themselves of the rediscount privilege at the reserve 
banks. This condition naturally resulted in a rise in interest rates and a drop 
in the price of Government bonds. As a result of these natural phenomena there 
arose a widespread vigorous protest over “hard to get” money, and I regret to 
say that many of the large banks of the country were bitter in their complaint 
that the new policy had depreciated to an uncomfortable degree the market price 
of their Government security holdings. The result of these protests was a 
prompt return to the “easy to get” monetary policy of the previous administration. 

It’s the same old story of every inflation based on irredeemable money. Once 
the pleasant effects of the poisonous drug have been felt there seems to be no 
way of tapering off. The end, of course, will finally be reached, but the longer 
the inflation lasts the more severe the penalty and the more difficult the return 
to soundness. 

Is it possible that the economic progress of the United States has been made 
under a handicap of a sound redeemable money system and that it would have 
been greater and more permanent under a system of irredeemable paper with 
no obligation on the part of the Government that it redeem its promises? As 
to the effects of irredeemability on the banking business, as I said in the begin- 
ning, we are able to settle our legal obligations with the same type of paper 
money used by everybody else; but since changes in the policy of the money man- 
agers can bring about such violent changes in the supply of credit, we are con- 
stantly in the position of attempting to guess correctly what their policy will be 
from day to day instead of attempting to gage the effects of natural phenomena 
such as the movements of trade, production, supply of and demand for credit, 
etc. Even when natural events are permitted to produce natural results, bankers 
are unable to avoid errors in judgment; but when some individual or small 
group can issue or manufacture out of thin air unlimited amounts of legal tender 
money which never has to be redeemed, bankers are bewildered and unable to 
make well-grounded plans. 

Finally, as to the practicability of a return to redeemability, we are fortunately 
still in a position where the ratio of our gold holdings to total deposits and cur- 
rency is sufficiently high to justify complete confidence in the success of redemp- 
tion. But if the present “easy to get” money policy of the money managers is 
continued much longer the ratio may in due course become too low to permit 
redemption. If we allow the present policy and trend to continue much longer, 
I suggest the possibility of a “flight” from currency, a resulting high degree of 
economic chaos, and the ultimate necessity of rebuilding our economy from a con- 
dition of economic and possibly political chaos. If we are destined to learn 
such a lesson the hard way—and it is a very old lesson—it seems reasonable to 
suppose that then we will understand the necessity of building on the basis of 








290 GOLD RESERVE ACT AMENDMENTS 


a sound redeemable money. We should be able to spare ourselves that lesson 
and that necessity. j 

I recommend as strongly as possible the prompt passage of the Bridges bill as 
the one best hope of preserving the American system of a free economy. 

: s : > rare 

Senator Bricker. Our next witness will be Mr. Leland Powers of 
Powers and Hall, Boston, Mass. 


STATEMENT OF LELAND POWERS, BOSTON, MASS. 


Mr. Powers. May I have the privilege of standing instead of 
sitting ? 

Senator Bricker. Yes, sir. 

Mr. Powers. I am going to be very brief. I have been waiting for 
more than 20 years to come down here and talk to this committee, but 
now that I have been here I have very little to say because others 
have said it so much better. 

I am a good deal in the position of a book salesman who came into 
a busy editor and said, “I have here an atlas.” And the editor said, 
“Let’s see it.” He took it. Riffled the pages. He said, “How much?’ 

He said, “$10.” 

He said, “I will take it.” 

“But,” he said, “now wait a minute. Let me tell you about it. I 
just love to tell you about this.” 

But instead of that Iam submitting what I have to say. 

Senator Bricker. You think he lost a sale when he told him about 
it? 

Mr. Powers. Yes. But somebody else had made the sale, in my 
opinion. 

Senator Bricker. Thank you, Mr. Powers. My regret is that when 
you do come here there is only one of us here. This is a matter I 
think of extreme importance to the American people and to the 
stability of our financial structure as a whole. I wish that every 
member of Congress could have heard what has been said here in 
this hearing and give some attention to it. I think there is the 
ability, the understanding, the integrity, and the patriotism to work 
this po out if we could get the attention to it. 

The Government has become so big, with so many things to do, that 
it makes it difficult. Senator Bush had to leave for another committee 
meeting this morning. Other people are absent at other committee 
meetings. It makes it very hard to get a thorough-going analysis of 
this problem by the individual members or by the collective members 
of the Senate or the House of Representatives. We must depend 
upon people of your experience and background for guidance in the 
matter. Will you tell me what your background is and what your 
business is? 

Mr. Powers. I am a lawyer. I practice in Boston and have for 
40) years. 

Senator Bricker. That is your law firm that you mentioned ? 

Mr. Powers. Yes. My home isin Meredith, N.H. I went to Dart- 
mouth College, and there took a master’s degree in 1911, which prob- 
ably accounts for my particular interest in this. There I studied 
under Ezra Day, later president of Cornell. He was a great teacher. 

Senator Bricker. I know him very well. 
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Mr. Powers. Perhaps that is where I got my interest. I am here 
purely on a frolic of my own. 

Senator Bricker. Just as a patriotic American citizen? 

Mr. Powers. I am trying to be. I have one thing I would like to 
add. It is just a thought. Everybody who comes here is in favor 
of going back to-convertibility, but some of them are saying now is 
not the time. TI have a little legislative experience. Senator Salton- 
stall was my predecessor in the court in Massachusetts. We live on 
the same street. 

But to come to this little matter now is not the time. You notice 
that the men who say that never blueprint for you when the time will 
urrive, never. They say, “Don’t do it. Don’t do it now.” But they 
never say when. 

Senator Bricker. I think some of that is due possibly to a reluctance 
to face up to a complex set of facts and analyze the situation, that we 
will go along as it is, that we won't disturb the situation just because 
we don’t have the time to go into it, that there is a hesitancy to go 
into it. 

Mr. Powers. Somebody has to do it. John Sherman did it. 

Senator Bricker. I agree with you entirely. I remember his state- 
ments. He was from my own State. He was a great leader and 
probably comprehended our financial structure as well as anybody 
throughout that century. 

Mr. Powers. Very obviously. I have heard these fears expressed 
about something or somebody making a run on gold. You will remem- 
ber that a banker at that time said he would pay $50,000 to be the 
first in line when they resumed, but there was more gold turned in than 
there was drawn out. 

Senator Bricker. Thank you very much. Your statement will re- 
main a part of the record. Without objection it will be made a part 
of the record. 

(The statement referred to follows :) 


STATEMENT OF LELAND Powers, Boston, Mass. 


I believe that the arguments in favor of restoring immediately convertibility 
of our paper money into gold coin, presumably of 15%, grains per dollar, %o 
fine, are so well known and have been or will be so well presented to this com- 
mittee that I can be of better service by giving you information on the history 
of our coinage which is little known except by coin collectors, otherwise known 
as numismatists. It is an interesting story, and ignorance of the facts has twice 
led our Supreme Court, first in the Legal Tender cases and then in the Gold Clause 
eases, to make erroneous statements regarding debasement of gold, on which 
apparently in large part the decisions of the Court were reached. 

Our experience with paper money prior to the adoption of the Constitution 
was so unfortunate that the phrase “It isn’t worth a Continental” is still current 
after more than 160 years. The framers of the Constitution were intent on 
providing a sound metallic currency, and they appreciated that we should have 
a stable unit of metallic coinage so that every creditor and debtor would know 
exactly how their accounts were to be settled. 

Although Alexander Hamilton had recommended to Congress that the unit of 
our coinage should be 24*%4 grains of pure gold and 371% grains of pure silver, 
a bimetallic basis of 1 gold piece which should be the unit or dollar and 1 silver 
piece which should also be the unit or dollar, Congress in the first coinage act 
of 1792 established only a silver unit of value with a weight of 37114 grains pure 
Silver (or 416 grains of standard silver) which became our unit of currency and 
remained so until 1873, when the gold dollar of 25.8 grains 4 fine, containing 
23.22 grains of pure gold, became the unit, and the silver dollar became sub- 
Sidiary coinage. The 1792 Act also provided for gold coins, the eagle, half eagle, 
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and quarter eagle, the eagle to be “of the value of $10 or units,” then con- 
taining 247% grains of pure gold, and the other gold coins to be of proportionate 
weight. 

Thus the silver dollar was the unit of value, and the gold coins authorized 
Were measured in value by the silver dollar. The coinage ratio between gold 
and silver was then 1 to 15. All public accounts were kept in terms of the silver 
dollar, and that was the denominator of value. 

It is interesting to note that the early silver dollars coined annually from 
1794 through 1804 contained neither on the obverse nor on their reverse the 
word “dollar” or any abbreviation thereof, but these coins did contain on their 
edges the following: “ ** ONE ** DOLLAR ** OR ** UNIT ** HUNDRED **** 
CENTS **”. The gold coins, i. e., eagle, half eagle and quarter eagle, issued dur- 
ing the same period contained nothing at all to show their supposed relative 
value to the unit of coinage otherwise known as the silver dollar. 

France went on the gold basis in 1803 and England in 1816, which had the 
effect of making gold more valuable, so that a gold eagle became worth $10.60 
measured by the silver dollar unit, and gold coins therefore, under Gresham’s 
law, went out of circulation in the United States or were sold abroad. In 1834, 
to check the exporation of gold coins and to preserve silver as the standard, the 
weight of the silver unit or dollar was not changed but the weight of the gold 
coins was changed from 1to15to1to16. The gold coins then existing were not 
debased since the act provided specifically that gold coins should be receivable in 
all payments according to their weight. 

However, in the Legal Tender decisions it was stated erronously that gold 
coins were debased, and this error was adopted later in the Gold Clause decisions. 
It is certainly fair argument that the decisions in these two sets of cases would 
have been exactly the opposite if our Supreme Court had known our coinage 
history. 

The fineness under the original coinage act of eleven-twelfths was intended to 
be changed to nine-tenths in 1834, but by an obvious mathematical error this 
Was not quite accomplished, but was corrected in the coinage act of 1837 so 
that the grains of pure gold in an eagle were increased from 232 to 232.2, where 
it has remained ever since until demonetization on January 30, 1934. 

The exchange value of coined money is always recorded according to the 
precious metal cointained, and no allowance is mzde2 for the alloy. 

No gold dollar was coined until 1849, at which time the double eagle was 
also authorized. In 1873 we changed our unit from the silver dollar of 37114 
grains pure to the gold dollar which was of the same weight and fineness as 
that first issued in 1849. There was no debasement of our unit of coinage, 
and there never was, from 1792 until demonetization in 1938 and 1934. The 
change in 1873 from silver to gold as the unit of coinage resulted from the 
Franco-Prussian War when France paid Germany an indemnity of 5 billion gold 
francs, and Germany, formerly on a silver basis, changed to a gold basis and 
threw their coin silver on the open market, with the result that silver, as 
compared with gold, became of relatively less value and has continued to go 
down ever since. 

On January 30, 1934, legislation was enacted abolishing gold coins. This act 
prohibited the redemption of currency with gold except that goid was and is 
available to foreign governments and foreign central banks. The act also de- 
eclared that a dollar face amount of currency should be the equivalent of 25.8 
grains of gold nine-tenths fine until the President had debased the gold dollar, 
and thereafter should be the equivalent of the amount of gold to which the 
gold dollar had been debased. Debasement to the extent of about 40 bercent was 
authorized, when on January 31, 1934, the President reduced by proclamation 
the weight of the gold dollar to 15%, grains of gold nine-tenths fine. Since there 
Was no gold coin lawfully in circulation on that date, his action could not have 
been an exercise of power to regulate the value of money. 

Up until January 30, 1934, every dollar of coin gold had been furnished to 
the Government by individuals on the Government’s promise to return the same 
on presentation of gold notes into which other paper currency and silver to a 
limited amount could be converted. For 142 years the people who furnished the 
gold to the Government had a right to get it back, and throughout that period, 
first with the silver unit and later with the gold unit, our standard of monetary 
value remained sound, honest, fixed and unchanged. 

It is footless now to argue the illegality or unconstitutionality of the January 
1934 legislation and the Presidential proclamation issued thereunder. It is 
clear, however, that as a matter of honesty, morality and law, there should now 
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be restored to the people the right to have their paper money redeemed in gold. 
Unfortunately the printing of paper money in the last 20 years has been so 
extensive that there is insufficient gold to redeem on the old basis of 25.8 grains 
of gold per dollar, but it can be done safely by redeeming at 15%, grains per 
doliar, and adherence to the Constitution, morality and honesty require that 
this action should be taken. 

Senator Bricker. The next witness will be Mr. Donald Kemmerer, 
professor of economics at the University of Illinois. 

Professor Kemmerer, I remember a Professor Kemmerer, at Prince- 
ton, who was a professor of economics and an authority on gold? 


STATEMENT OF DR. DONALD L. KEMMERER, PROFESSOR OF 
ECONOMICS AT THE UNIVERSITY OF ILLINOIS 


Mr. Kemmerer. That is right, sir. He was my father. 

Senator Bricker. | knew him very well. He is now gone/ 

Mr. Kemmerer. Yes. 

Senator Bricker. He was a good friend of mine. He was in my 
office 2 or 3 times. 

Mr. Kemmerer. He died about 9 years ago. 

I will identify myself for the record. I am Donald L. Kemmerer, 
professor of economics at the University of Illinois. 

I requested permission originally to testify on Senator McCarran’s 
bill, S. 13. Tam unequivoc ably opposed to any bill which might raise 
the price of gold above $35 a fine ounce and thus cause another de- 

valuation of the dollar. 

On Monday, however, Mr. Randolph Burgess and Mr. William 
McChesney Martin spoke eloquently on this point. 1 endorse what 
they said dealing with S. 13. I should like to direct my remarks to 
a companion bill, 8. 2332, the Bridges-Reece gold redemption bill. On 
that I disagree with Mr Burgess and Mr. Martin. I favor S. 2332. 

I have listened to this testimony and to the questions put by Sen- 
ator Bush and others. One of the basie questions to which the com- 
mittee seems to be seeking an answer is why a gold coin standard is 
superior to our present domestically inconvertible currency. 

Senator Bricker. Senator Bush’s question went to the point of how 
that will control the Government financing. 

Mr. Kemmerer. How it will be superior. Mr. Burgess indicated 
that the official view is, “What we gain by resuming is not worth the 
risk.” I should like to differ emphatic ally with this statement of the 
official position of Mr. Burgess. The gold-coin standard has several 
great advantages over our domestically inconvertible currency. It is 
worthwhile returning to. Resumption would be easy and without 
appreciable risks. 

The gist of my testimony today will be simply this: Irredeemable 
currencies don’t work; resumptions do. 

The accompanying chart is exhibit I in the testimony that is before 
you. I would like to explain it briefly. It depicts the experiences 
of some twenty countries with managed irredeemable currencies. 
(See p. 299.) 

The heavy straight lines indicate the duration of the irredeemable 
money experiment. They represent periods of great monetary un- 
certainty. During these periods the currency is depreciating. The 
slant and length of the arrows at the end give some idea of the final 
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degree of depreciation. When the line dips straight down vertically, 
it means the country has completely repudiated, that is, converted its 
old money to its new at some fantastic rate, such as 500 to 1, or 1 
trillion to 1. Despite sad experiences, some nations resorted to paper 

money more than once. Their governments lacked the character to 
resume specie payments and maintain the gold standard. It cost the 
people of these nations billions in savings and years of economic prog- 
ress. Nations that have resorted least to irredeemable currencies 
and made most use of the gold-coin standard have the highest standard 
of living. 

Perhaps you will say, “Yes, but it can’t happen here.” If you think 
that, please look at exhibit II. (See p. 300.) Our present dollar will 
buy only about half what the 1939 dollar would. For 15 years, 1939 
to 1952, it lost 5 percent of its remaining value each year. In 1949 it 
flattened out, then started down again. It flattened out again in 
1953 and 1954, but there is no assurance it may not start down again. 
Mr. Martin said Monday that we should not go onto a gold-coin 
standard until matters got worse. They are bad enough now. Our 
citizens have lost billions of dollars as a result of what we have done 
already. The French waited in 1926 until their frane had lost 85 
percent of its prewar purchasing power before they returned to a 
full gold standard. By then it was very difficult to stop the momen- 
tum of the inflation. We should not wait so long. We have waited 
too long now. 

Admittedly we are better off as regards our money than most nations 
are today. But, as the French say, “In the land of the blind, the 
one-eyed man is king.” Chiefly for that reason we have been the 
monetary leaders in the currency darkness of the past generation. 
We could do much better; we could regain the other eye, so to speak, 
And we could certainly do very much better than the weak version 
of a so-called gold-bullion standard we now employ. A gold bullion 
standard is sometimes described as a gold standard in which the only 
coin is a bar worth, say, $8,000. In a real gold-bullion standard 
wealthy citizens at home as well as the foreigners abroad can get gold 
bars from their government in exchange for their paper money or any 
bank credits due them. Under our gold-bullion system only the 
foreign centar] banks or treasuries can get gold bars. If we had a true 
gold-bullion standard, this discrimination would cease. In facet, 
Congress might make the bars rather small so that the average citizen 
might demand them as wellasthe rich man. That is what T am asking 
now when I urge you to set up a gold-coin standard. 

Let me describe some major advantages of the gold-coin standard, 
in the light of financial history. As long as we had a metallic-coin 
standard, we never had an unbalanced budget for more than 4 years 
in succession, 1841 to 1844, except in wars. In 1934 we acquired the 
present weak gold-bullion standard. Since 1934 we have had 13 
years of peace and 7 years of war. You expect unbalanced budgets 
in war. so let us hese 1941 to 1945 and even 1951 to 1953—although 
I think we balanced it in one of those years—out of the record. But 
we have had 13 years of unbalanced budgets in the past 15 peace 
vears—more than ever before in our financi: al histor vy. If we had had 
a gold-coin standard, Americans would long since have begun to 
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withdraw gold in the face of regularly unbalanced budgets and rising 
prices. I feel sure you Senators realize that. That would have 
brought ever greater pressure on the Government to balance the 
budget and to relieve the public’s anxiety about the dollar. But 
with our domestically inconvertible currency, the American citizen 
is unable to ask for gold coin and to bring any such pressure on his 
Government. 

My second reason for favoring a gold-coin standard is this: If you 
put. gold coins in circulation, you give this country a genuine and 
full-fledged gold standard. You put an end to talk of devaluing 
the dollar or of raising the price of gold. Once gold coins are in 
circulation in the hands of millions of people, it becomes much more 
difficult to devalue the dollar. A government contemplating any such 
action would have to make excuses to the people, it would have to 
face court cases that would go clear to the Supreme Court, and it 
would incur financial dishonor. No administration would incur such 
risks lightly; it would be excusable only in the most severe national 
emergency. 

Why. then, do our Treasury and central-bank officials want to keep 
the present domestically irredeemable money? They say that “now 
is not. the time” to change to a gold-coin standard. Gentlemen, my 
specialty is economic and financial history. This winter I have spent 
literally hundreds of hours looking into the history of specie resump- 
tion. I have studied instances in the United States, Britain, France, 
Italy, Austria, Russia, Japan, Chile, and elsewhere. Two facts are 
true about almost all of these cases of specie resumption. First, some 
Treasury officials and central bankers have always been fearful that 
resumption would not succeed and that the hoarders would come and 
take the gold. The performance of Mr. Burgess and Mr. Martin, 
Monday, 1s completely in character with what I have found in other 
countries and other times. Second, resumptions have practically al- 
ways succeeded. There was considerable fear in 1879 in this country 
that the resumption would fail, although in this case Secretary of the 
Treasury Sherman felt confident. Yet many banks resumed 2 weeks 
ahead of the official date. On January 2, Resumption Day, flags 
were out in New York, and the Subtreasury opened at 10 a. m., with 
a salvo from the Navy yards. Fifteen clerks stood behind piles of 
gold coins, ready for the rush of “hoarder.” One man “was standing 
in line” to get gold. It was half an hour before another came. Less 
than a dozen came before lunch and a few more in the afternoon. 
More gold was deposited in banks that day than was withdrawn. The 
Treasury's gold supply that year increased instead of decreased. Re- 
sumption was such a dull party as news that it vanished from the 
front pages after the first day. To give you a firsthand picture of a 
resumption I have brought you copies of what a Cincinnati paper had 
to say about it the day after. I thought you might like to see this. 

Senator Bricker. Without objection it will be made a part of the 
record. 
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(The material referred to follows :) 
[Cincinnati Daily Gazette, Friday Morning, January 3, 1879] 


RESUMPTION 


NO LONGER A THING IN PROSPECT, BUT A FACT ACCOMPLISHED—AN OCCASION FOR 
REJO"CING BY THE WHOLE PEOPLE—‘“GIVE US BILLS, ANYTHING BUT COINS,” THE 
UNIVERSAL ANSWER—SCENFS AT THE SURTREASURY AND GOLD ROOM IN NEW YORK— 
A GLORIFICATION BY THE CHICAGO HONEST MONEY LEAGUE LAST NIGHT—ELOQUENT 
ADDRESS BY GENERAL GARFIELD ON THE OCCASION—REV. JOSEPH COOK DEALS WITH 
THE SUBJECT IN THE PRELUDE TO HIS LECTURE 


Special Dispatch to the Cincinnati Gazette 

WASHINGTON, January 2.—Secretary Sherman today was quite enthusiastic 
at the results of the first day of resumption. The subtreasury at New York, 
where alone payments in gold will be made in exchange for legal tenders, sent 
frequent bulletins to the Secretary and Treasurer, informing them of the situa- 
tion. The announcement of the fact that there was no crowd at the subtreasury, 
and that no considerable demands were being made for gold, was regarded as a 
triumph, and the Secretary is more than ever convinced of the inability of any 
combination to interfere with resumption. As an evidence of the absolute con- 
fidence of the Treasury in success of resumption, a new circular was issued 
today, authorizing the reissuing of coin certificates for the convenience of 
merchants. It had been feared at one time that the use would be made of 
gold certificates to interfere with the processes of resumption, and for that 
reason their use was discontinued, but as it is now believed to be impossible 
to successfully interfere with resumption, substantially the same old system of 
gold certificates was restored, by a circular issued late this afternoon. 

One ruling of the Treasurer today caused considerable talk on the streets. 
Heretofore checks for coin interest for 4-percent bonds have been paid at the 
Treasury in gold. Today such payment was refused and greenbacks or a check 
on the subtreasury in New York was offered. The theory of the Treasurer is 
that the law requiring redemption to be in New York removes all obligation to 
pay here. The checks for this interest read as follows: “The Treasurer, or any 
Assistant Treasurer, will pay to order of in coin.” It is held by the banks 
that the insertion of the Treasurer’s name shows conclusively that payment 
was contracted to be made here as well as in New York. 

The fact that no trouble was made in New York determined the Secretary 
to reissue coin certificates for the use of merchants. 

Today, if anyone asked for coin, he was given a check on New York, and of 
$20,C00 paid at the Treasury today in redemption of coupons, all but $2,861 was 
paid in paper. Almost the only holders of coupons who asked for coin were 
the city banks, which paid out gold over their counters in cashing checks for 
customers who desired coin, and for coupons, and which to reimburse them- 
selves are obliged to transport coin from New York. These banks all took coin 
checks. The demand for gold in this city has been and is very small. Messrs. 
Middleton & Co., bankers, who began paying coin about 10 days ago to all who 
desired it, pay out about $5 in paper to $1 in gold, and that proportion seems 
to be decreasing as the novelty of handling gold coin wears off. Some of the 
shopkeepers here even hesitate to receive gold coins, as they are unable to judge 
of their genuineness, and some of them say that they have already suffered loss 
by accepting coins that were light. 

The indications now are that the Government stock of gold, instead of being 
diminished, now that resumption has been accomplished, will continue to increase. 
It is thought here that as long as greenbacks are redeemable at sight in gold, 
they fulfill all functions of coin, and very few people will care to handle coin, 
guard. or transport it, when the paper is so much more convenient. This is a 
phase of the subject that does not seem to be pleasing to the Secretary of the 
Treasury, who said today that in his opinion the Treasury ought not to have 
more than 40-percent reserve in coin against its outstanding notes. , 





To the Associated Press 

WASHINGTON, January 2.—Secretary Sherman was in telegraphic correspond- 
ence with Assistant Treasurer Hillhouse and other persons in New York. He 
received a number of telegrams during the day, and he stated they showed every- 
thing to be quiet, as was expected would be the case. 

The interest on registered bonds falling due yesterday is being paid at the 
Treasury Department today. The majority of holders of checks are taking legal 
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tenders in preference to coin checks on New York. Holders of checks for large 
amounts, however, principally the banks, are taking coin checks. 

Treasurer Gilfillan today said: “If experience at other points is similar to that 
here, nearly all of the interest remaining unpaid will go out in legal tenders. 
The amount that will go to New York on coin checks will be very small indeed 
compared with the amount of interest due.” 

Treasurer Gilfillan, late this afternoon, received the following dispatch from 
Assistant Treasurer Hillhouse, at New York: 

“A large proportion of gold checks paid in United States notes today, at the 
request of holder.” 

The amount of interest paid at the Treasury in this city today was $20,000, 
all of which was paid with legal tender notes except $2,861, for which holders of 
coupon tickets asked and received coin checks on New York. The holders of 
coupons have heretofore received coin for them, but today, for the first time, they 
had to take legal tenders or a coin check on New York. Many accepted the 
legal tenders, though not without some growling, and others, as above mentioned, 
demanded the coin checks. 

Secretary Sherman was in his office until 4 o’clock, and appeared to be in 
excellent spirits. A number of telegrams received by him were sent over to the 
President. Among them was one from Assistant Treasurer Hillhouse, received 
early in the day, to the effect that the amount of gold demanded for United 
States notes was insignificant. Just before the close of the office, one from 
Assistant Treasurer Hillhouse, giving the amount disbursed as $130,000 and 
the receipts $400,000, was received, and read with much gratification. 


TREASURY MATTERS 


Special Dispatch to the Cincinnati Gazette 

WASHINGTON, January 2.—The increase of $1,233,785 in the public debt was 
due to heavy requisitions from the executive department. This is not unusual 
for that month, and the debt statement always shows an increase for this period. 
The aggregate decrease of the debt for the li ist 6 months is over $7,000,000. The 
increase, however, is apparent, not real, since for the rest of the period of the 
year there will be a corresponding decrease in ee While the aggregate 
reduction in the debt for the last 6 months was less by $7,000,000 than for the 
corresponding months last year, it should be remembered that $5,500,000 was 
paid on account of the Halifax award. While the total amount of coin in the 
Treasury is $224,865,000, the amount against which there are no outstanding 
obligations is $154,250,000, and this sum is available for resumption purposes, 
and of this $17,150,000 is in silver dollars, and $16,000,000 in subsidiary silver. 


NO MORE SMALTI BILLS FOR NATIONAL BANKS 


Special Dispatch to the Cincinnati Gazette 

WASHINGTON, January 2.—As one of the immediate effects of resumption, na- 
tional banks will no longer be able to obtain new notes in denominations of less 
than $5, nor will they be able to have their mutilated notes of any less denomina- 
tion returned and new ones issued in their place. Several eastern banks, evi- 
dently ignorant of the terms of the national bank law, made application today to 
the Treasury for the redemption of considerable sums of mutilated notes in $1 and 
$2. Their application was refused, and their attention called to the following 
clause in section 5175 Revised Statutes. “After specie payments are resumed no 
association shall be furnished with notes of less denomination than $5.” The 
only ones and twos that will be in circulation now, then, will be Treasury notes 
or silver dollars, or national bank notes of that denomination, so long as the 
national banks shall choose to keep them outstanding. 


Mr. Kemmerer. Any resumption you voted would be an especially 
easy one, different from any the world has ever seen. It would be only 
a domestic resumption. We have had foreign convertibility now for 
20 years. You are being asked only to give Americans the same privi- 
lege of demanding gold that you grant to foreigners. The United 
States is in a better position today to resume coin payments than any 
nation I have studied. We have only half as far to go—there is only 
domestic convertibility to accomplish. We have 60 percent of the 
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world’s monetary gold. We have more gold back of our money and 
our demand liabilities than we had in the 1920’s. In 1879 we had $114 
million of gold. We had $700 million of money. We hada billion of 
bank deposits and $2.3 billion of public debt, not that I think those 
are as important as have been made out, but you see the ratio is much 
more favorably today. 

There is every reason why we can have unilateral resumption, why 
we can do it alone. We do not have to wait until other nations are 
ready to resume. That has never been the practice in the past. This 
idea that we must wait until other nations are ready is a fiction of 
the last 20 years that the Treasury seems to want to perpetuate in its 
temporizing slogan of “now is not the time.” In the past, it has 
always been a financially strong nation that has taken the lead. 

I have another exhibit, not to pass out, I am afraid, which demon- 
strates that point. 

Mr. Kemmerer. The others have followed along as soon as they felt 
able. That was true after World War I when we led the w ay in 1919. 
It was true after the wars of the mid 19th century. It was true way 
back after the Napoleonic wars. 

The history of resumptions is that countries resuming specie pay- 
ments usually attract gold rather than lose it. 

As was said by Senator Sumner, “Make your money as good as gold 
and the gold of the world will come to your assistance.” That is pre- 
cisely what happens. They make themselves better places to invest 
money. Asa young men just out of college in 1927 I saw some of this 
first hand. My father, known then as the “money doctor,” advised a 
dezen nations on returning to gold. I accompanied him on several 
such trips. One reason that some of these nations wanted to return to 
gold was to attract foreign capital to themselves. 

1 might also say that there were a number of cases in these historical 
experiences where countries retur ool to gold to assist them in balanc- 
ing the budget. They thought if they could return to gold it would 
help them balance the budget rather than the other way around. 

I give my conclusions here as to what I think we will gain by 
restoring the gold coin standard: 

The people will be able to bring more effective pressure on their 
government to balance the budget. 

The “creeping inflation” that has robbed Americans of billions 
of dollars should stop. 

Further threats of devaluation should be ended. 

The public’s confidence in long-term bonds should — be 
strengthened. 

Americans will regain rights which are now reserved as a 
special privilege for foreign central banks. 

In summary, irredeem: ible currencies don’t work; resumptions do. 

Senator Bricker. Thank you very much for your consideration. 
You have been very helpful to us. We will make a part of the record 
these charts which you have. We have already made a part of the 
record the article of the Cincinnati Daily Gazette of January 3, 1879. 
We will only put in that part which concerns the resumption of gold 
payments. 

(The material referred to follows:) 
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= RATE OF DECLINE OF PURCHASING POWER 
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Mr. Kemmerer. This shows how they go back one by one in the 
small numbers at the bottom of the page. 
Senator Bricker. I think this ought to be made a part of the 
record also. Will you hand that to the reporter? 
(The material referred to is as follows :) » a 
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TABLE 2.— Years 54 nations were on the gold standard, 1919-36 
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Senator Bricker. The next witness will be Dr. E. C. Harwood. 
You may proceed, Dr. Harwood. 


STATEMENT OF DR. E. C. HARWOOD, DIRECTOR, AMERICAN 
INSTITUTE FOR ECONOMIC RESEARCH 


Mr. Harwoop. My name is E. C. Harwood. I am the director of 
the American Institute for Economic Research. Hav ing in mind that 
there are other witnesses, I have planned to reduce my testimony to 
the shortest possible period and therefore will not res ad the statement 
I have in full. 

Senator Bricker. Proceed in your own way. The portion you don’t 
read will be included after your oral statement. 

Mr. Harwoop. I appreciate that. 


ADVANTAGES OF RETURNING TO THE FULL GOLD STANDARD WITH THE 
NATION’S CURRENCY REDEEMABLE IN GOLD COIN ON DEMAND 


1. To prevent further and indefinitely prolonged depreciation or loss 
of the dollar’s buying power 


(a) Redeemable promises to pay presumably would not be issued 
as recklessly as irredeemable promises might be, in fact usually have 
been. Throughout the course of history, governments relieved of ful- 
filling their promises to redeemd currency on demand sooner or later 
have taken advantage of such an invitation to reckless irresponsibility. 

(6) The fixed amount of gold in each dollar has a relatively stable 
purchasing power in the long run. Specifically, when not disturbed 
by wartime inflations, the exchange value of gold has remained re- 
markably stable for generations. Changes in prices based on gold 
usually have been gr adual rather than seriously disruptive. 

(c) When prices continue rising in a country on the gold standard 
gold tends to move out from the reserves securing curreney and bank 
deposits, thereby limiting or preventing the further expansion of 
credit and the ‘subsequent rise in prices. 

(7) Exhibit 1 summarizes the experience of 20 principal nations 
since 1790. Managed currency experiments have always failed. 


2. To obtain the best available insurance against a flight from the dol- 
lar with a resulting distorted boom on the one hand and against 
severe ard prolonger unemployment on the other hand 


(a) The scare buying in July-August 1950 and January 1951 pro- 
vided a slight indic ation of what a real flight from the dollar might 
mean. A more hectic business boom attributable to loss of confidence 
in the dollar and a rush to buy before prices rose further could be ex- 
pected to collapse. This is what has happened after every such flight 
from a currency in recorded history. 

(b) The United States has experienced many business cycles, but 
none of the business declines that occurred while the gold standard 
was firmly established were prolonged for several years at low levels. 
The Nation’s few extremely severe and prolonged depressions oc- 
curred when the gold standard had been suspended or its continua- 
tion was seriously in question. (In this connection, it is important 
to note that economic recovery in 1932, measured by the index of in- 
dustrial production, began in August and by Dece »mber was well under 
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way in spite of the uncertainties engendered by the political campaign 
of that year.) The record of history suggests that firm adherence to 
the gold standard can be more helpful than any other monetary means 
of restoring prosperous business conditions. (Of course, no monetary 
standard can prevent a readjustment if economic equilibrium has been 
disturbed by excessive speculation, overexpansion, or other maladjust- 
ments; but firm adherence to the gold standard apparently has always 
facilitated business recovery once the maladjustments have been cor- 
rected.) See supplement A for supporting data. 

. To preserve confidence in the dollar 

(a) Gold is universally accepted as a medium of exchange. Even 
when practically all nations of the world have been “off the gold stand- 
ard” as far as domestic redeemability was concerned, they have sought 
gold; and the people of the world, whenever there was widespread 
fear of monet ary depreciation, have done likewise. 

(6) Gold is universally recognized as a valuable substance that does 
not deteriorate in storage. 

(¢) The fact that all currency is convertible into gold should assure 
for that currency virtually the same value in exchange and accept- 
ability as gold itself. Such was the Nation’s experience “for the several 
decades that the United States adhered to the full gold standard. 


4. To inhibit unwise fiscal and banking policies that might jeopardize 
the future of the Nation 


(a) The wiser and more farsighted of the Nation’s citizens who saw 
the dangers in unsound fiscal or banking policies could demand gold, 
and Treasury and bank officials ordinarily would act with awareness 
of this fact. 

(6) A possible resulting outflow of gold would force the Federal 
Reserve authorities and the Government to reconsider the unwise 
policies. 

(c) Instead of depending on the wisdom of a selected few who 
might err disastrously (and who did err disastrously in 1927-29), 
the Nation would provide freedom of action for the many hundreds 
or thousands of its wisest citizens who presumably can best foresee 
the probable effects of unwise policies and so act as to counteract those 
policies. In the absence of the combined judgment of a multitude of 
keen and experienced observers, there would be no effective check on 
unwise policies until they had resulted in serious disaster. No truly 
wise monetary authority or fiscal policy maker should wish to be with- 
out such an important guide to policy any more than a sensible auto- 
mobile driver would discard the speedometer and brakes. For 93 
years, by closely watching the gold indicator and adjusting policies 
accordingly, the Bank of England contributed greatly to the stability 
and prosperity of England. 


To assure equitable treatment to both parties to long-term contracts 


(a) Although the buying power of the dollar may be distorted tem- 
porarily either by unsound credit expanson (inflation) or the collapse 
of such unsound credit expansion (deflation), in the long run the 
exchange value of gold varies relatively little; no other medium of 
exchange as yet has proved to be so stable. 

(4) When both parties have a fixed standard unit as the measure 
of their respective obligations, they can judge the risks involved far 
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more accurately than when their contract promises are stated in the 
Sean vague and fluctuating terms of a managed currency. 


. To assure that life-insurance benefits, pensions, and social-security 
benefits shall have some real worth comparable to the sacrifices 


people make to obtain those benefits for themselves and their 
dependents 


(a) Continued depreciation of the dollar at the rate of the past 
decade would virtually destroy all such forms of family protection 
within the lifetime of the average individual. This is what has hap- 
pened in France since 1915, and in important respects the monetary 
policies followed since 1933 in the United States have paralleled those 
of France. 

(b) Only a firmly fixed metallic standard has been found satisfac- 
tory as a means of assuring the real worth of such benefits. Such is 
the verdict of history to ds ate. 

(c) Already the thrifty citizens of the United States including 
88 million holders of life insurance, plus those who have savings de- 
posits and United States savings bonds have lost a total of $158 billion 
in wal Souiagrc ttn power since 1939, 


7'o assure all those who labor that higher wages will be higher in 
real buying power rather than a mone tary illusion 


(a) Only if labor has a fixed and simple standard of value free 
from the misconceptions attributable to a depreciating currency can 
labor judge the real value of its present gains and possible future 
pension benefits. All the efforts of those who labor to obtain social- 
security benefits and company pensions will be fruitless if the depre- 
ciation of the dollar continues at the rate of recent years. 

(6) Lord Keynes, who was a leader among the advocates of a so- 
called managed irredeemable currency openly avowed that his 
scheme was a means of deceiving those who labor and who neither 
pretend to understand nor are in a position to take advantage of the 
vagaries of “managed” irredeemable money. Only the shrewd 
speculator and the man of great wealth can expect to profit in the 
long run from “managed” irredeemable money. 


8. To tear away the veil of the “money illusion” and facilitate the 
economic calculations essential to ordered progress 

(a) An inflation stimulated boom is not sound prosperity. There 
have been several such booms in the Nation’s history, and all have 
been followed by severe depressions. Never have the managers of a 
“managed irredeemable money” been able to create a sound and lasting 
prosperity. 

(6) The manufacture of deposits and currency based on Govern- 
ment debt and noncommercial bank loans does not create real wealth. 
Such procedures only delude those who strive to measure and ex- 
change wealth and invite overspeculation; fancied gains are lost in 
the inevitable depression aftermath. 

(c) Insofar as the depreciation charges of business are based on 
prices lower than those currently prevailing and are inadequate for 
the replacement of capital equipment, business profits are in part 
illusory ; they reflect a hidden consumption of capital. 

(7) Taxes based on illusory gains are destructive of real wealth, 
They hamper the sound growth ‘of the economy ; and such continued 
growth seems to be essential to survival. 
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9. To encourage investment and assure a rapid resumption of invest- 
ment whenever savings accumulated 

(a) When assured of the future value of their savings, men have 
confidence and are willing to invest. Such confidence and the result- 
ing long-term commitments facilitate orderly progress. 

(d) When they have a fixed standard and a redeemable currency 
the future of which is not being questioned, men can judge when 
“bargains” are available and act accordingly. Probably this accounts 
in part for what appears to be the invariable tendency for firm ad- 
herence to the gold standard to hasten recovery from business depres- 
sions. 

(c) When there is no fixed standard and redeemable currency or 
its future is in question, men have an inadequate basis for judging 
within close limits when “bargains” are available. Consequently, 
they hesitate to make commitments, and while potential employers hesi- 
tate the sneer wait in Government induced idleness. Such 
was the Nation’s experience during the money-juggling years of the 
1930’s after 1932. Supplement B explains how the gold standard 
ameliorates recessions and hastens business recoveries. 


10. To assure to all segments of the population the benefits of in- 
creased productivity 

(a) In the absence of a fixed monetary standard and a redeemable 
currency the pressure for continued inflation tends to rob those citi- 
zens who have the least economic power of the only resources they 
have. The widows and orphans, the elderly and the ill in health are 
virtually defenseless against the ravages of a depreciating dollar that 
diminishes the buying power of their savings and depreciates the 

values of life insurance and annuities. 

Technological progress, given a fixed monetary unit and sound fiscal 
and banking policies, ordinarily would result in gradual lowering of 
costs and prices that would benefit all consumers. Especially benefi- 
cial would this be for those whom most men strive hardest to protect, 
their potential widows and their children. 


. “To promote maximum employment, production, and purchasing 
power,” the declared purpose of the Employment Act of 1946 
(a) The experience of history shows that an irredeemable currency 
endangers the economic system that uses it. Innumerable instances 
testify as to the truth of this assertion, and none refute it. 

(b) A fixed standard facilitates the achievement of equilibrium 
among the economic factors of production, the only sound assurance 
of optimum employment and production, without which there can be 
neither full employment nor the optimum output of products to 
purchase. 

(c) Supplement C explains what was responsible for the great 
depression, thus exposing as erroneous the notion that the gold stand- 
ard was responsible. 


12. To end the discrimination against American citizens and in favor 
of foreign governments and central banks 
(a) The latter can obtain gold on demand in exchange for the 
Government’s promise on our paper currency to make such payments; 
but 
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(6) American citizens cannot obtain from their Government fulfill- 
ment of its specific promise to pay on demand. All Federal Reserve 
notes, most of our present currency, carry the unequivocal pledge that 
the United States “will pay to the bearer on demand” the number of 
dollars indicated. Instead of giving to the bearer on demand the dol- 
lars promised, the Treasury in rec ent years has given more promises 
to pay dollars. Such subterfuge, the substitution of promises for 
promises instead of the thing promised, is unworthy of a great Nation 
and of an honest people. 

13. To minimize the need for elaborate controls 

(a) Although all money-credit systems require some control, if only 
to prevent abuses, the automatic features of the gold standard give 
early warning of abuses or unsound procedures and therefore facili- 
tate corrections by a minimum of management. 

(6) Because it minimizes the excuse for controls, the gold standard 
is especially disliked by those who seek to enmesh the economy in a 
network of socialistic controls. 


14. To reinforce the independence of the Federal Reserve Board 


(a) That agency would have to be free to act when there were 
warning signs of unsound developments; and 

(>) An independent agency to provide the minimum degree of 
appropriate control has been proven by long experience to be the only 
effective means of managing a nation’s money-credit system. 


15. To facilitate the sound and long-term financing of the public debt 
outside of the banking system 

(a) Confidence in the future worth of the dollar is essential to such 
financing ; and 

(6) Experience has shown that a nation that meets its promises to 
pay enjoys the best credit standing. When the United States resumed 
specie payments in 1879, one immedi: ate and striking result was the 
reestablishment of the Government’s credit standing. Government 
bonds could be floated at a substantially lower cost in interest rates. 
16. To facilitate foreign trade 

(a) Virtually all authorities agree that redeemable currencies would 
be freely convertible and would aid international commerce. 

(6) Only general use of a common monetary metal can provide such 
free redeem: ibilit y. 

(c) By leading the way, our Nation would both encourage the rest 
of the world to follow and provide a firm base for such action. 

(d) Exchange restrictions and other r igidities necessarily incidental 
to the management of irredeemable currencies, but that hamper the 
flow of commerce, would tend to disappear. 


17. To bulwark the freedom of American citizens 


(a) It would restore to the people some degree of control over un- 
sound banking and spendthrift government. Since the departure 
from the gold ‘standard in 1933, the people of the United States have 
lost. in large part, their control over the public purse. 

(6) It would prevent the subtle embezzlement that continuing in- 
flation effects. Losses suffered by owners of life insurance, United 
States savings bonds, social security reserves and savings accounts 
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from the depreciation of the dollar since 1940 already nearly $158 
billion. 

(c) It would help to preserve the system of free enterprise and free 
markets that has made the Nation the leading industrial power of the 
world. It is difficult to imagine better assurance that this Nation 
would continue to grow stronger than its enemies. 


SuprLement A—F iro ADHERENCE TO THE GOLD STANDARD ALLEVIATES 
Depressions AND Expepires Bustness Recovertes 


There is strong evidence supporting the view that firm adherence 
to the gold standard both alleviates depression difficulties and ex- 
pedites business recoveries. ‘The evidence is available in two forms, 
which are independent and confirm each other. 

The National Bureau of Economic Research has compiled a huge 
volume of statistical series extending back to 1854 (on a monthly 
or quarterly basis). After extensive analyses of these data as well as 
published reports of business developments, successive peaks and 
troughs of business activity were selected by the National Bureau. 

During the period of 100 years that has elapsed, 22 cyclical declines 
and recoveries are recorded. Of the 22, only three were of unusually 
great duration and these occurred when the Nation was off the gold 
standard, in whole or part. These were 1873-82, 1929-387, and 1937- 
45. The record of business cycles is attached. 

More specifically, the durations from peak to peak for all except the 
three exceptionally long ones already mentioned ranged from 19 
months to 68 months. The three long declines and recoveries extended 
101, 95, and 92 months, respectively. 

If war years are excluded, the average duration of 17 peacetime 
cycles was 40 months. In sharp contrast, two of the very long cycles, 
also in _peacetime were 101 and 95 months res ectively (187 3-82 and 
1929-37). In each instance the Nation was off or partly off the gold 
standard during most of the two long depression periods. 

The course of industrial production provides additional interesting 
evidence. Unfortunately, extensive reliable data for the entire period 
are not available on a monthly basis, but use of annual figures makes 
possible the summary shown below. 


Durations of downturns in industrial production (until recoveries to long-term 
trend), 1865-1951 





Period Years duration Period Years duration 
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1 Off gold ; resumption in 1879. 


. ?Free silver and Bryan campaign, gold standard threatened, 1893-96; Gold Standard 
é ct, 1900 


* Off gold after 1932. 

The accompanying chart also is of interest in this connection. 

Noteworthy is the fact that industrial production was seriously 
retarded and failed to increase above the long-term trend for 3 





GOLD RESERVE ACT AMENDMENTS 309 


prolonged periods, 1873-80, 1892-1901, and 1929-41. The Nation 
was still off gold after the Civil War until 1879; retention of the gold 
standard was seriously in question from 1893, through the Bryan- “Me- 
Kinley campaign of 1896; but was unqualifiedly ‘Teaflirmed by the 
vassage of the Gold Standard Act of 1900; and the rumors of Mr. 
Roosevelt's intentions to abandon the gold standard became wide- 
spread late in 1932, were confirmed in 1933, and the Nation returned 
only to the present incomplete gold standard in 1935. Several more 
years passed before emergency powers to alter the standard were 
finally allowed to lapse. 

I do not assert that the gold standard can prevent a depression if 
there has been unsound b: inking and distorted business expansion fa- 
cilitated by inflation of credit. 

Certainly the burden of proof is on those who argue that firm ad- 
herence to the gold standard would worsen or prolong business de- 
clines and that abandonment of the gold standard or “managed 
money” can alleviate or shorten depressions. The available facts sug- 
gest that the situation is otherwise, that perhaps the best possible 
means for alleviating and shortening business setbacks is firm ad- 
herence to the gold standard. 


SUPPLEMENT BLOW MAY THE GOLD STANDARD AMELIORATE DEPRESSIONS ? 


The factual evidence available strongly suggests that the cyclical 
depressions experienced in the United States duri ing the past 100 years 
have been ameliorated whenever the Nation has chosen to remain 
firmly on the gold standard. ‘Temporary suspensions of specie pay- 
ments have occurred on several occ asions, apparently without mark- 
edly affecting the depth or duration of cyclical recessions; but in each 
of the few instances when the gold standard either was abandoned 
in large part (as in 1862-79 or 193: 3—?) or was seriously in question (as 
in 1893-96), the cyclical recessions were prolonged as serious depres- 
sions for years. 

Also noteworthy is the fact that the most severe business contrac- 
tion on record (greatest decline in shortest period) occurred in 1937— 
38 when the Nation was partly on and partly off the gold standard. 
Similarly noteworthy is the lack of any record of a r apid and lasting 
recovery from depression levels when the Nation has been partly off 
gold or the gold standard has been seriously in question. 

Before attempting to suggest how the retention of or departure from 
the gold standard may be related to these developments, the fact that 
the ‘gold standard is not considered a panacea for all economic ills 
should be emphasized. Serious departures from equilibrium con- 
ditions, whether in the form of overexpansion of plant and equipment, 
overspeculation in commodities or inventories, or rampant speculation 
in real estate or in stocks; all such departures from orderly equilibrium 
conditions have in the past been followed by more or less drastic 
readjustments. Such readjustments usually ‘included recessions of 
business activity and sometimes severe depressions, more or less 


“prolonged. 


Now there is much reason to believe that anyone who thinks such 
readjustments can be prevented, without first preventing the dis- 
tortions and maladjustments, is simply deluding himself and anyone 
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who takes him seriously. Certainly, there is no suggestion here that 
the gold standard, however helpful it may be in limiting the extent 
of such maladjustments, can possibly prevent or make unnecessary 
the readjustments required to restore equilibrium. 

Nevertheless, the factual evidence clearly suggests that firm ad- 
herence to the gold standard invariably has ameliorated depressions. 
What is the precise form that such amelioration has taken ? 

In the first place, careful scrutiny of the statistical data available 
reveals no consistent tendency for recessions to be less severe, measured 
by the total percentage decline of industrial production, when the 
gold standard is retained. Evidently, serious maladjustments are 
followed by depressions of great depth whether on or off the gold 
standard. 

Second, however, the recoveries apparently are more prompt and 
more rapid when the gold standard has been adhered to. In other 
words, the amelioration provided by the gold standard appears to be 
in the form of shortening the duration of depressions and expediting 
the recoveries from depression levels. 

For example, if we refer only to the cyclical depressions since 1900 
(for which reasonably accurate monthly data are available) we find 
the following: 

(a) In six instances, the decline in industrial production exceeded 
25 percent (1903-4, 1907-8, 1913-14, 1920-21, 1929-32, and 1937-38). 

(4) In four instances, when adherence to the gold standard was 
not even in question, the recoveries to levels above those of the pre- 
ceding boom occurred in 13, 16,9, and 15 months respectively. 

(c) In the two other instances, both during the period since 1933, 
the recoveries required 43 and 26 months respectively, and the latter 
apparently was shortened by the huge purchases of armament by for- 
elgn nations. 

Such interesting facts do not of course prove beyond any question 
of doubt that firm adherence to the gold standard tends to shorten 
depressions and expedite recoveries therefrom. But we may well ask, 
if the suggested relationship does exist, how can one account for it? 

During the period when business activity is receding, after a boom 
during which many maladjustments had developed, it is not surprising 
that such serious prior maladiustments should result in severe curtail- 
ment of activity. At such times, prices fall greatly, and part of the 
decline apparently is attributable to the extent of the maladjustments 
and to unreasoning fear 

As long as individuals including business managers have a well 
known and firmly established standard to judge by, they can esti- 
mate when unusual bargains become available. Always some busi- 
nesses and individuals have avoided overexpansion or other unwise 
dissipation of resources and are in a position to act when bargains 
become available, provided they can be sure the bargains are genuine. 

For example, a builder of residential housing who has prudently 
conserved his funds instead of losing them through unwise real 
estate speculation, presumably would be eager to start constructing 
new houses whenever the prices of materials and other costs havé 
declined to bargain levels. He knows from experience that there 
will be buyers for the bargain houses he can offer. The same is true 
in a large number, perhaps most other fields of economic activity, but 
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there must be a standard of value firmly adhered to; otherwise such 
individuals will lack a basis for sound economic judgments. In such 
circumstances, they will hesitate to act, they will hesitate and postpone, 
and while they, the usual initiators of recovery, thus hesitate, recovery 
falters and drags over years instead of months. 

Probably related to these deve ‘lopments is the factor of trust in the 
fulfillment of contracts. When the standard of values itself is in 
question, or possibly even abandoned, men lack a sound basis for new 
contracts. Yet business activity necessarily involves the initiation and 
fulfillment of innumerable contracts. Any influence that retards the 
making of contracts, especially those of longer duration, inevitably 
must hi amper the progress of business. 

Significant, perhaps, is the fact that all the attempts to ameliorate 
the prolonged depression that continued after 1932 proved fru |le-s 
until the wartime boom. In no year after 1932 until 1940 was the 
average number of unemployed less than 7,700,000, and in 1939 the 
number of unemployed still averaged over 9 million. The evidence 
suggests that all the pump priming, all the efforts to expand pur- 
chasing power through various means, could not counterbalance the 
adverse effects of departure from the standard of value and its sub- 
sequent partial rather than complete restoration. 

This explanation of how firm adherence to the gold standard may 
ameliorate depression at least “makes sense” when one considers how 
men usually conduct their business matters. Moreover, the available 
facts support, if they do not prove this explanation. Certainly it is 
difficult to imagine any contradictory explanation, any argument that 
adherence to the gold standard would worsen depressions, that would 
seem equally reasonable and equally well supported by the available 
data. 


SUPPLEMENT C——-WAS THE GOLD STANDARD RESPONSIBLE FOR THE 
GREAT DEPRESSION (1929-41) ? 


Many observers seem to believe that because the Nation was on the 
gold standard in 1929 the gold standard was the cause of the great 
depression. 

We have included the entire period from 1929 to 1941 as the years 
of the great depression for the following reasons: 

(a) Not until 1941 did industrial production again move above the 
calculated long-term trend. 

(6) Even in 1937 the average number of unemployed was 7,700,000, 
and as late as 1939 the average number of unemployed exceeded 
9.000.000. 

(c) Thus, for 11 years after 1929 unemployment remained as seri- 
ous a problem as it had been during the Nation’s earlier severe but 
brief depressions, and industrial production failed to increase above 
its estimated long-term trend. 

However, the available evidence suggests otherwise. Apparently 
the gold standard tended to limit the extent of the mal: idjustments 
that preceded the great depression, on the one hand, and, on the other 
hand, subsequent departure from the gold standard unnecessar ily pro- 
longed the great depression. The grounds for these assertions are 
discussed in the paragraphs that follow. 
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It is important to realize that the great depression included much 
of two complete business cycles. The first extended from the 1929 
peak through the 1932 or 1933 trough to the 1937 peak of business 
activity. The second extended from the 1937 peak through the 1938 
trough and through part of the recovery phase to the next peak. 

The next peak was not reached until early in 1945, but the recovery 
had brought business activity to a level well above its calculated long- 
term trend by 1941, the year when the prolonged period of subnormal 
business activity and severe unemployment ended. 

The business cycle that extended from 1929 to 1937 was the second 
longest in the Nation’s history. As measured by the National Bureau 
of Economic Research, its duration was 95 months, compared with 
101 months for the business cycle that extended from 1873 to 1882. 
From the viewpoint of the present discussion, the interesting features 
of this comparison are as follows: 

(a) The longest business cycle in the Nation’s history began when 
the Nation had been off the gold-coin standard for several years. The 
same is true of the third longest business cycle in the Nation’s history, 
that from 1937 to 1945. 

(6) In the past 100 years there were 17 peacetime business cycles, 
during all of which the Nation was on the gold-coin standard, and their 
average duration from peak through trough to subsequent peak was 
only 40 months. 

(c) Those who argue that the gold standard was responsible for the 
great depression, therefore, should consider these questions : 

1. Why were the cyclical recessions or depressions that occurred 
when the Nation adhered firmly to the gold-coin standard all so much 
shorter than those when the gold standard was abandoned ? 

2. How did it happen that two of the three most prolonged cyclical 
depressions began in each instance when the Nation had been off the 
gold standard for several years? 

3. Why, if being on the gold standard was a primary cause of the 
great depression, did not that depression end when or soon after the 
gold standard was abandoned in 1933, instead of persisting for several 
more vears ¢ 

4. Why, if the gold standard tends to cause depressions, did the 
most rapid and most prolonged increase in industrial production that 
the Nation ever experienced occur during the decade and more fol- 
lowing resumption of the gold coin standard in 1879? 

But, of course, it is not enough to show some of the important rea- 
sons why the assumption that the gold standard causes depressions 
seems to be unsound. Were there other highly plausible reasons for 
the great depression? In view of the fact that whole volumes have 
been written on this subject, we cannot expect to cover all aspects of 
the problem in this brief discussion, but we can point out certain facts 
that seem to be highly significant. 

Beginning about 1924, and continuing until 1929, there occurred one 
of the great real estate speculations in the Nation’s history. The 
Florida boom, with its hundreds of thousands of participants through- 
out the Nation, was one of the more striking features of this great 
speculation. But there were other, perhaps more serious, aspects from 
the viewpoint of the economy as a whole. 

In nearly every city and even the larger towns the availability of 
“easy money” for mortgages on new buildings fostered a wave of 
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speculation in large hotels, luxury apartments, and skyscraper office 
buildings. ‘The promoting and financing of such enterprises became 
highly profitable, for the time being, as eager investors bought mort- 
gage bonds promising what they expected would be “safety and 6 
percent.” 

By these actions the economy became seriously distorted in that huge 
amounts of labor and capital were diverted to the construction of such 
facilities far in advance of actual needs. Much of the funds provided 
were in the form of inflationary bank credit, with resulting excessive 
stimulation of business generally and support of prices at relatively 
high levels. Instead of the gradual lowering of prices that otherwise 
would have accom; panied the great technologie al advances of that 
period, prices of finished goods were held up on a high plateau by the 
excess demand made possible by continuing inflation. 

The speculative fever also spread to the securities markets, which 
by 1929 had become a gambler’s paradise. The increasing bank loans 
to finance the mounting speculative activity became the “inflationary 
source of huge gains, gains that soon appe: ared in the markets in the 
form of demand for fur coats, expensive cars, fabulous houses, and 
other luxury items. 

Not for 200 years had there been speculation in securities com- 
parable to the boom of 1928-29. We must go back to the Mississippi 
Bubble days in France (when John Law’s easy money scheme enue 
widespread ruin) and to the South Sea Bubble in England, a similar 
situation, to find a comparable period. 

In the light of the exposures since 1929 of developments during the 
boom years, it should not be necessary to belabor the point that serious 
maladjustments occurred. The frenzied finance of the Insulls, the 
Kruger & Tolls; the general conversion of leading commercial banks 
to purveyors of dubious bonds; the prostitution of the banking system 
generally to the services of speculation via the reckless expansion of 
real estate, security, and accommodation loans; surely most observers, 
in the light of hindsight, would agree that all these developments were 
serious maladjustments, unsound distortions, that had to be corrected 
if destruction of the economy were to be avoided. 

From the experience of history we learn that failure to correct such 
maladjustments has more than once resulted in a complete disruption 
of economic activities with virtual paralysis of business and in many 
instances with an overturning of the existing government. Such was 
the case after the Mississippi Bubble burst in France; such was again 
the case when the inflationary paper currency, the assignats, fostered 
similar distortions nearly a century later; such was the case in Ger- 
many in 1923; and such was very nearly the outcome in France a few 
years later. 

In our own country, we had experienced great speculations similar 
in some respects, if not so severe, on several occasions. Reckless real 
estate speculation, unsound banking, and widespread bank failures 
had been prominent features of sever: ‘al great “booms and busts.’ 

What part did the gold standard play in the Great Boom that pre- 
ceded the Great Depression / ¢ At least it provided a standard of value 
by which a few saner citizens could judge the extent of the distortions 
that developed. If their wiser actions did not prevent the “bust.” 
they surely tempered it. Even at the worst of the decline in industrial 
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production, reached in the summer of 1932, such production was still 
about two-thirds of the estimated long-term trend. Bad as this situa- 
tion was, it was far better than the virtually complete cessation of busi- 
ness activity that presumably would have resulted if the Great Boom 
had carried on until the distortion had become even more serious. 

Nor was adherence to the gold standard the cause of prolonging the 
depression, as is sometimes maintained. It was the domestic banking 
situation that must assume that responsibility. With the public’s con- 
fidence in the banks at a low ebb and with sporadic bank failures initi- 
ating depositor runs on other banks in the vicinity, it is little wonder 
that even the sound bankers gave more thought to strengthening their 

cash positions than to serving the c ommunity i in normal fashion. T hus, 
even applications for sound loans were apt to be refused and many 
banks sold bonds in a falling market to bolster up their cash in order to 
be able to meet possible deposit withdrawals. With accommodation at 
the banks extremely difficult to obtain and with an exceptionally weak 
market for securities, there was little chance of business recovery until 
many of the boom-time maladjustments had been corrected. 

It may well be that inadequate measures were taken to restore the 
public’s confidence in the banks and thus hasten business recovery. 
Even the efforts of the RFC, which might have been successful in 
1932, were hampered by the publication of the RFC loans to banks. 
However that may be, it was the unsound banking situation, not the 
gold standard, that accounted for the severity of the depression. 

Moreover, the recovery that began late in 1932 and was interrupted 
by the bank moratorium of early 1933 was resumed with great speed 
until the definite abandonment of the gold standard in the summer of 
1933. Then followed more than 18 months of indecisive fluctuations in 
business activity until the Supreme Court’s “gold clause” decisions 
were rendered early in 1935. Not until then were doubts about the par- 
tial return to the gold standard resolved for the time being. A pro- 
lonved upward surge of industrial production followed for 2 years. 

Thus it would appear that those who blame the gold st: indard for 
the Great Depression do so in disregard of the evidence provided in 
that and earlier periods. It is much as though an inebriate lying in 
the gutter were to blame the sound constitution that enabled him to sur- 
vive his excesses instead of his own unwise actions for his resulting un- 
fortunate condition. 


SUPPLEMENT T.—WHY RAISING THE PRICE OF GOLD WILL INEVITABLY BE 
DEVALUATION 


In primitive countries gold and silver pieces pass by weight. 

Long ago putting the precious metals in the form of coin was found 
to speed up trade in the market place. There was only 1 thing to 
haggle about instead of 2. 

Out of that custom came the gold coin standard. 

It meant that somuch gold was a “daric” or a dollar. 

That fixed the “price” for gold. It was not really a “price.” It was 
the amount of gold that was a dollar. Or seen in reverse, the amount 
of dollars an ounce of gold would coin into. 
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That is where the $35 an ounce comes from. A ounce of gold 
480 grains. 


13.71/480 gr./$35 
or 
$35/480/13.71 grains. 


And if you want 40 dollars from an ounce of gold, the dollars have 
to be smaller ones, just as the slices of pie have to be smaller when 
you serve more people. 


. WER. EE . 
$40/480/12 grains 


or 
$48/480/10 grains 
$70/480/6.855 grains. 


And the smaller your dollar, the higher your prices will tend to go 
eventually. That kind of devaluation was the purpose of reducing 
the size of the dollar in 1934, i. e., raising the price of gold from $20.67 
to $35. The result of higher prices may not happen right away, but 
it tends to take place over a period of time. 

When higher mining costs catch up with higher gold prices, the 
gold miners will come back again asking for still higher prices. 
Meanwhile the public has experienced spiraling prices, losses in 
savings, insurance policies, etc. 

There is a subtle fallacy involved in the so-called free market 
proposal. It has deceived so many that a step by step explanation 
is advisable. 

A. There are two critical and uncertain factors in the market 
valuation of an irredeemable currency : 

How long a time must elapse before the stated promise will be 
redeemed is one uncertainty. 

2. Sometimes, there is also uncertainty as to what will be offered in 
redemption; that is, how much weight of precious metal will be given 
by the Government for each unit of the currence y. 

B. Whenever only the first uncertainty is present, that is, when the 
time of redemption is unknown, market fluctuations reflect primarily 
that uncertainty. Such was the case with the greenbacks after the 
Civil War. Speculation nevertheless caused great and erratic fluctu- 
ations in the gold market value of greenbacks. Of course, these fluctu- 
ations did not go to such great extremes as could have been expected 
if the second uncertainty likewise had existed. 

C. Rarely in history can occasions be found when a paper currency 
that once promised a specific weight of precious metal has been cut 
completely loose from any tie to a definite value. In that event, the 
promise on the paper currency would be “The United States of 
America will pay to the bearer on demand ten units of such weight as 
may in the future be chosen as the monetary standard.” Such a 

45980—54——21 
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promise obviously would make the value of a paper currency subject 
to the fears of those who had savings and the greed of those who hoped 
to gain through the depreciation of that currency. Two of the strong- 
est forces in human nature would be alined in the same direction 
to push that currency to destruction. And such has been the end of 
every currency bearing that express or implied promise in the history 
of the world to date. ; 

What everyone calls a $10 bill is not $10 but is a promise, as it says 
on the face of it, to pay $10 “to the bearer on demand.” 

What then is the dollar? 

For the past 20 years the dollar by statutory definition has been 
one thirty-fifth of an ounce of gold. 

Therefore this $10 bill is a promise by the United States Treasury 
to pay the bearer ten thirty-fifths of an ounce of gold on demand. 

When anyone talks about the “price of gold” in terms of dollars, he 
is talking about the price of gold in terms of thirty-fifths of an 
ounce of gold. This is nonsense. 

If one wishes to talk sense he could talk about the price of irredeem- 
able pieces of paper in terms of gold. ; 

If these pieces of paper promise specific amounts of gold by weight 
at some indefinite future time, the price of the pieces of paper will 
fluctuate according to people’s expectations as to how long deferred 
that time may be. 

If these pieces of paper do not promise any specific weights of gold, 
as would be the case if those who want what they call a free market 
had their way, no man can predict what values the pieces of paper 
would have in terms of gold. Thus far in the history of the world, 
no such pieces of paper have ever maintained any value for long. 

Senator Bricker. Our rush is that we have to vote this afternoon 
under a unanimous consent agreement on Hawaiian statehood. 

Mr. Harwoop. I will get through with this as fast asI can. There 
are 1 or 2 points on questions that have been raised where I think 
T may be able to make a helpful answer. With reference to this ques- 
tion of how the people exercise some control over the expenditures of 
their Government when they have the gold standard, one answer is 
this: In the small town in New England where I happen to live the 
voters have a town meeting and pass upon the expenditures, and they 
quickly stop them if they don’t like them. Many Congressmen don’t 
realize that under the gold standard the people have done the same 
thing with regard to expenditures voted by Congress. This is how 
they have done it. They have done it indirectly through their power 
to take or reject the bonds that were issued by the Government to 
pay for any deficits. 

Under an irredeemable currency the Government is under no com- 
pulsion to offer those bonds to the people. They can stuff them in the 
banks, as they have stuffed them in the banks in the past 20 years, and 
through that process create all of the so-called money, actually Treas- 
ury checking accounts, that they desired to get. Consequently, the 
people lost that capacity for an automatic referendum on any ex- 
traordinary expenditures that Congress might otherwise see fit to 
make. 

That is not the only check on the process. There is another one 
which T wish to describe to you briefly. It can be seen in three simple 
steps, as follows: 
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(a) Once the currency is made irredeemable the Treasury door is 
open to what is in effect a legalized counterfeiting almost without 
limit. This legalized counter feiti ing accomplishes exactly what Harry 
Dexter White accomplished when he gave Russia the plates to print 
American currency. Unscrupulous demagogs—this is (b)—seeing 
this possibility can promise pie in the sky in competition with more 
responsible men who hesitate to stoop to such methods in order to win 
anelection. Thus the Congress as well as the dollar becomes devalued. 

(c) In the end a major portion of the people’s savings can thus be 
diverted to buy their votes and perpetuate an irresponsible group in 
office. In the past 20 years $158 billion has thus been taken from the 
life insurance and other savings of the American people. No admin- 
istration would ever have dared to begin this embezzlement of the 
people’s savings if the people had the power to demand gold when 
the process began. 

I am going to turn to this prepared statement and read only the 
hes idings of the paragraphs of the advantages of returning to the full 
gold st andard with the Nation’s currency redeemable in gold coin on 
demand: 

To prevent further and indefinitely prolonged depreciation or 
loss of the dollar’s buying power. 

To obtain the best available insurance against a flight from the 
dollar with a resulting distorted boom on the one hand and against 
severe and prolonged unemployment on the other hand. 

One of the Senators raised the question as to how the gold standard 
is of any use during a depression, how it helps to ameliorate depres- 
sions. On that particular point I think I should speak at a little 
greater length. Therefore, | am going to turn to the record as given 
in Supplement A, which discusses how “Firm Adherence to the Gold 
Standard Alleviates Depressions and Expedites Business Recoveries.” 

There is strong evidence supporting the view that firm adherence 
to the gold standard both alleviates depression difficulties and ex- 
pedites business recoveries. The evidence is available in two forms, 
which are independent and confirm each other. 

The National Bureau of Economic Research has compiled a huge 
volume of statistical series extending back to 1854—on a monthly or 
quarterly basis. After extensive analyses of these data as well as 
published reports of business developments, successive peak and 
troughs of business activity were selected by the National Bureau. 

Duri ing the period of 100 years that has el: apsed, 22 cyclical declines 
and recoveries are recorded. Of the 22, only 3 were of unusually great 
duration, and these occurred when the Nation was “off” the gold stand- 
ard, in whole or part. These were 1873 to 1882, 1929 to 1937, and 1937 
to 1945. The record of business cycles is attached. 

More specifically, the duration from peak to peak for all except the 
8 exceptionally long ones already mentioned ranged from 19 months 
to 68 months. The 3 long declines and recoveries extended 101, 95, 
and 92 months, respectively. 

If war years are excluded, the average duration of 17 peacetime 
cycles was 40 months. In sh: arp contrast, 2 of the very long cycles, 
also in peacetime were 101 and 95 months, respectively— 1873 to 1882 
and 1929 to 1937. In each instance, the Nation was off or partly off 
the gold standard during most of the two long depression periods. 
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The course of industrial production provides additional interestin 
evidence. Unfortunately, extensive reliable data for the entire perio 
are not available on a monthly basis, but use of annual figures makes 
possible the summary shown below. 

I turn to the comment on it on the next page. 

Noteworthy is the fact that industrial production was seriously re- 
tarded and failed to increase above the long-term trend for 3 pro- 
longed periods, 1873-80, 1892-1901, and 1929-41. The Nation was 
still off gold after the Civil War until 1879; retention of the gold 
standard was seriously in question from 1893, through the Bryan- 
McKinley campaign of 1896; but was unqualifiedly reaflirmed by the 
yassage of the Gold Standard Act of 1900; and the rumors of Mr. 
bédetvell’s intentions to abandon the gold standard became wide- 
spread late in 1932, were confirmed in 1933, and the Nation returned 
only to the present incomplete gold standard in 1935. Several more 
years passed before emergency powers to alter the standard were 
finally allowed to lapse. 

I do not assert that the gold standard can prevent a depression if 
there has been unsound banking and distorted business expansion 
facilitated by inflation of credit. 

Certainly the burden of proof is on those who argue that firm ad- 
herence to the gold standard would worsen or prolong business de- 
clines and that abandonment of the gold standard or “managed 
money” can alleviate or shorten depressions. The available facts 
suggest that the situation is otherwise, that perhaps the best possible 
means for alleviating and shortening business setbacks is firm ad- 
herence to the gold standard. 

In supplement B there is an explanation for those who may wish to 
ask just how that occurs. 

I turn back to page 3 of the original testimony, paragraph 3, “To 
preserve confidence in the dollar.” 

(a) Gold is universally accepted as a medium of exchange. Even 
when practically all nations of the world have been “off the gold 
standard” as far as domestic redeemability was concerned, they have 
sought gold; and the people of the world, whenever there was wide- 
spread fear of monetary depreciation, have done likewise. 

(6) Gold is universally recognized as a valuable substance that 
does not deteriorate in storage. 

(c) The fact that all currency is convertible into gold should assure 
for that currency virtually the same value in exchange and accept- 
ability as gold itself. Such was the Nation’s experience for the several 
decades that the United States adhered to the full gold standard. 

4. “To inhibit unwise fiscal and banking policies that might jeopar- 
dize the future of the Nation.” 

I go to No. 5, to assure equitable treatment to both parties to long- 
term contracts. 

I would like to read the italics above No. 5: 

No truly wise monetary authority or fiscal policymaker should wish to be with- 
out such an important guide to policy any more than a sensible automobile driver 
would discard the speedometer and brakes. 


6. To assure that life-insurance benefits, pensions, and social se- 
curity benefits shall have some real worth comparable to the sacrifices 
people make to obtain those benefits for themselves and their de- 
pendents. 


aes 
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I comment in there on the loss of $158 billion. Senator, there is 
not a bit of duplication in those computations, and the computations 
in full accompany this in one of the summaries I shall turn in. 

7. To assure all those who labor that higher wages will be higher 
in real buying power rather than a monetary illusion. 

Incide ntally, Lord Keynes, who was one of the principal proponents 
of the procedure that has been followed in the past 20 years, openly 
said that a managed or irredeemable currency was a means of de- 
ceiving those who labor and who neither pretend to understand nor 
are in a position to take advantage of the vagaries of managed ir- 
redeemable money. Only the shrewd speculator and the man of great 
wealth can expect to profit in the long run from managed irredeemable 
mands. 

To tear away the veil of the “money illusion” and facilitate the 
economic calculations essential to ordered progress. 

To encourage investment and assure a rapid resumption of in- 
vestment whenever savings accumulated. 

10. ‘To assure to all segments of the population the benefits of in- 
creased productivity. 

11. “To promote maximum employment, production, and purchas- 
ing power,” the declared purpose of the Employment Act of 1946. 

The experience of history shows that an irredeemable currency en- 
dangers the economic system that uses it. Innumerable instances 
testify as to the truth of this assertion, and none refute it. 

12. To end the discrimination against American citizens and in 
favor of foreign governments and central banks. 

13. To minimize the need for elaborate controls. 

14. To reinforce the independence of the Federal Reserve Board. 

15. To facilitate the sound and long-term financing of the public 
debt outside of the banking system. 

16. To facilitate foreign trade. 

To bulwark the freedom of American citizens. 

I am going to read the concluding paragraphs: 

(a) It would restore to the people some degree of control over un- 
sound banking and spendthrift government. Since the departure 
from the gold standard in 1933, the people of the United States have 
lost, in large part, their control over the public purse. 

(6) It would prevent the subtle embezzlement that continuing in- 
flation effects. Losses suffered by owners of life insurance, United 
States savings bonds, social security reserves and savings accounts 
from the depreciation of the dollar since 1940 already total nearly 
$158 billion. 

I suggest that an item in that public-opinion poll shows that the 
public is beginning to “get wise” to the situation. Two-thirds of the 
people who were questioned stated that they would rather have lower 
prices for what they buy rather than more money in the pay envelope. 
They are begining to get wise to the situation. 

In my opinion that is the sign that the irredeemable paper currency 
has not too many years to go. 

(c) It would help to preserve the system of free enterprise and free 
markets that has made the Nation the leading industrial aap of 
the world. It is difficult to imagine better assurance that this Nation 
would continue to grow stronger than its enemies. 
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There is one other point that I should like to cover. I have listened 
carefully to all the testimony presented and been impressed by the 
fact that without exception all witnesses have suggested resumption 
of the complete gold standard with a currency convertible into gold 
coin. The only substantial divergence of views has been along these 
lines, as follows: 

1. Administration officials desire to retain powers that they now 
exercise. They urge that now is not the time, but their divergent 
views provide no logical basis for ascertaining when would be the right 
time. The record of history shows that men in such positions usually 
feel more confident of their ability to carry the responsibilities when 
they can obtain or keep great power. Therefore, I do not question 
their sincerity when I doubt that strengthening their personal con- 
fidence is as important as restoring the confidence of the public in 
the integrity of the United States Government at this time. 

2. On the other hand, those who would gain personally by another 
devaluation of the dollar or what they call a higher price for gold, 
and others pleading their cause, constitute most of the second group. 
Their plea that they have been unjustly treated especially during 
the war years seems at long last to be receiving appropriate attention 
by other Government agencies. I do not question the sincerity of 
those in this group when I doubt that another devaluation of the 
dollar would be in the public interest. The fact is that if one chooses 
as a base period the years 1925-26 instead of the severely depressed 
years 1932 to 1934, the percentage rise to date in wholesale commodity 
prices and the percentage rise in the number of dollars in an ounce of 
gold is precisely the same, to two decimal places. 

You know, Senator, liars can figure, and so on. There are three 
ways you can compute those ratios. You can take a year like 1919 
or 1920 as a base year, and with that you can prove that the gold 
miners ought to be willing to have the so-called price of gold at about 
$18 an ounce. Or you can take an intermediate period, and some 
people think of 1925 and 1926 as normally prosperous conditions, and 
you come out with the answer I have just given you. Or you can 
take the severely depressed years 1932 to 1934 and you can come out 
with an answer that there ought to be a much higher price for gold, 
that there ought to be a big devaluation of the dollar. 

In the supplements that I am turning in with this testimony there 
are the detailed figures which will enable the members of your com- 
mittee or their assistants to make any of those computations that they 
would like to make and see just exactly what sort of comparisons 
they prefer. 

3. The third view presented here is that resumption of specie pay- 
ments is desirable and urges that now is the time. If one accepts the 
point agreed upon by all three groups and discounts the supplementary 
views of those who, however sincerely, are pleading for special con- 
sideration, there is left, it seems to me, the obvious conclusion that 
now is the time. 

Senator Bricker. Thank you very much, Mr. Harwood. I would 
like to go over with you the whole paper, but I assure you that at least 
there is one Senator that will read it and try to understand the im- 

lications of it. It shows a scholarly research program you have 
seen carrying out. It will be a very real help to the committee, I 
assure you. 
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Mr. Harwoop. Thank you very much. 

Senator Bricker. Have you any other exhibits except the ones you 
have attached here that you want to submit? 

Mr. Harwoop. I would like to include this supplement and the 
statistical data needed for you to make your comparisons, and other 
material which I feel certain will be of value to the committee or their 
assistants in studying it. 

Senator Bricker. Thank you very much. You may leave that with 
the reporter. 

(The information referred to follows:) 


E. C. Harwoop 


Graduate of West Point, 1920; awarded the following degrees: B. Sc., C. E., 

C. E., M. B. A. Graduate study at Rensselaer Polytechnic Institute, 1921-22 
and 1929-30. Served as colonel in World War II, Chief of Staff Army Service 
Command for the Philippine invasions. Author, during the past 30 years, of more 
than 150 articles on monetary, banking, and business subjects published in 
leading financial, economic, and engineering journals; and of several books, 
including Cause and Control of the Business Cycle. Since 1934 director, Ameri- 
can Institute for Economic Research. 
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World gold production in thousands of fine ounces 
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World gold production in thousands of fine ounces—Continued 


Production Production 
OI nt TI WN i hn ee REL 42, 270 
Sit as ts at ee ON OR eed 40, 160 
ee I i ee 36, 289 
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a ee 8 he Tree Ny ee hak es ee 28, 900 
Ne ee ee 27, 235 | RR TR hi Be oe 29, 800 
We a eee ET CON nt nl anatase 30, 800 
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Sources: 1. 1851-72, Is There Enough Gold? by the Institute of Economics of the 
Brookings Institution, Washington, D. C., 1936, p. 188. 
These data are based on estimates by Soetbeer and Del Mar. c 
1873-90, Statistical Abstract of the United States, 1921, pp. 888-889. 
1891-1932, Standard and Poor’s Statistics, sec. 6, Dee. 1941, p. 149. 
1933-50, Minerals Yearbook. 
1951-53, International Financial Statistics. 
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SUPPLEMENT E 
GoLpD PRODUCTION 


Gold is obtained, as are other metals, by extraction from its natural state. 
Gold producers, like the producers of other goods, are encouraged by the possibil- 
ity of obtaining profits and are discouraged, sometimes to the extent of being 
forced out of business, when losses occur. However, unlike the prices of goods 
produced in other industries, there is a legal price of gold (the gold producers’ 
product), a price fixed in terms of dollars by statutory definition. Conse- 
quently, gold producers legally are unable to adjust their selling prices when 
prices of other goods and services are rising or falling. Therefore, when the 
costs of producing gold increase because of the increased cost of labor and mate- 
rials, the narrowing of the gold producers’ profit margin tends to discourage 
gold production. On the other hand, when the costs of producing gold are 
decreasing because of the decreasing cost of labor and materials, the fact that 
the price of gold remains the same tends to widen the profit margin and thereby 
encourages the production of gold. 

Fluctuations in gold production as a result of discoveries of new ore deposits 
or the depletion of old mines are possible. However, there have been no dis- 
coveries of large quantities of gold in the United States since 1849. Moreover, 
discoveries comparable in magnitude even to those in California during 1849 
would have less percentage effect on the rate of current production because of 
the large increase in production that has occurred since that time. Furthermore, 
because much of past production has been accumulated in the present large 
stock of gold, current changes in production are even smaller in relation to the 
total supply of gold available. The effect on production of depletion of old mines 
may be largely discounted, also, because such depletions do not occur on a large 
scale in any one year. Consequently, during the last 100 years, with few excep- 
tions, changes in the amount of gold produced presumably have been attributable 
primarily to the relative encouragement or discouragement of producers that 
has resulted from falling or rising costs of labor and materials. These changes 
have not occurred in response to every minor fluctuation in costs, but in general 
they have responded to longer-term trends in costs. 

The accompanying chart shows the fluctuation in gold production and com- 
modity prices during the past 100 years. World gold production is plotted on a 
logarithmic or ratio chart with the scale shown on the left. The straight line 
drawn through the gold-production curve approximates the trend of gold pro- 
duction during the period shown. The increase in production has averaged 
214 percent compounded annually. 

During the period 1946-50 annual world gold production increased 19 percent. 
The rate of increase was slightly greater than the long-term growth trend and 
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was attributable primarily to three major reasons. First, the recovery of the 
gold-mining industry after the war was stimulated by the termination of Govern- 
ment restrictions that had been in effect during the war. Second, increased 
production resulted from the premium prices paid for gold throughout the world, 
especially in countries that had abandoned the gold standard completely. Finally, 
devaluation of the pound and other currencies in 1949 raised the selling price of 
gold in terms of those currencies; consequently, gold production in the areas 
affected was encouraged temporarily. 

According to preliminary estimates, world production of gold (including an 
estimate of Russian output) decreased 1 percent during 1953. Primarily respon- 
sible for this decrease in gold production was a 4-percent curtailment by 
Canadian gold producers. Thus the upward trend of gold production that 
started in 1946 and continued through 1952 has been interrupted, at least tem- 
porarily. The rate of increase of world gold production (including Russia) 
during 1946-52 was 4 percent annually, compared with the annual rate of in- 
crease of the long-term trend of 21% percent. 

The trend of gold production excluding that of Russia has been somewhat 
different... From 1946 through 1950 non-Russian production increased at an 
annual rate of about 3 percent (somewhat greater than the rate of the long-term 
trend); production during 1951 decreased 2 percent: but in 1952 the upward 
trend was resumed at a rate of 3 percent a year. In 1953 the trend was reversed 
once again. 


SUPPLEMENT F.—World gold stocks* (by countries) 


{In millions of dollars] 


Geantes ao Gold hold- Gold hold- 


soon 2 Country Year ings? 
United States 1954 5$21, 963 Iran ; 1951 138 
Afehanistan- 1919 | Iraq 1951 
Argentina - __- 1951 288 Ireland, Republic of 1951 18 
Australia } 1951 112 Israel_. 7 1951 
Austria } 1951 5 Italy . _- ge. 1951 333 
Belzium |} 1951 | 635 DI aie acduinialea id 1951 leas 
Bolivia _.-| 1951 23 Korea, South 1949 
Brazil | 1951 317 Lebanon. -_- 1951 26 
Bulgaria } 1911 25 Liberia 1950 
Burma |} 1951 | Luxembourg 1951 
Canada 1951 | 812 Mexico 1951 207 
Cevion } 1951 | ; Netherlands 1951 316 
Chile 1951 | 45 New Zealand 1951 3? 
China | 1917 | 97 Nicaragua 1951 | 3 
Colombia__- 1951 4123 Norway 1951 50 
Costa Rica | 1951 2 || Pakistan __--_- 1951 27 
Cuba | 1951 311 || Panama 1951 
Czechoslovakia | 1945 | 35 Paraguay 1951 | 0. 20 
Denmark 1951 31 Peru 4 ‘ } 1951 | 46 
Dominican Republic | 1951 12 Philippines 1951 7 
Ecuador 1951 | 22 Poland ; 1949 46 
Egypt | 1951 174 Portugal ‘ 1951 264 
E] Salvador 1951 26 Romania 1947 216 
Ethiopia | 1951 Spain’ | 1951 | 51 
Finland 1951 2 Sweden 1951 152 
France | 1951 547 Switzerland - _- 1951 1, 451 
Cermany, Western 1951 Svria |} 1951 
Greece | 1951 | 4 Thailand 1951 113 
Guatemala 1951 27 Turkey 1951 151 
Haiti } 1951 Union of South Africa 1951 190 
Honduras 1951 8 United Kingdom ,---| 1951 5 2, 335 
Hungary 1919 41 Uruguay } 1951 221 
Iceland ; 1951 1 Venezuela | 1951 373 
India ——— 247 Yugoslavia- | 1951 
Indonesia --| 1951 280 


! Sources: Statistical Abstract, 1953; Daily Statement of the United States Treasury, Mar. 9, 1954. 


2 Refers to gross holdings of gold of central banks, treasuries, exchange stabilization funds, and other 
official institutions as of end of period indicated. Gold used in payment of subscriptions to International 
Monetary Fund or International Bank for Reconstruction and Development are not included. Gold 
holdings reported at $35 per fine troy ounce. United States data refers to gold held by the U.S. Treasury on 
Mar. 9, 1954 

3 As of Mar. 9, 1954 

‘ Gold and net foreign exchange. 

5 Includes United States and Canadian dollar holdings of the Exchange Equalization Account. 


—__ 


1 Production data for Russia are estimates of the U. S. Bureau of Mines. According to 
these estimates, Russian gold production remained unchanged during 1947—49, but increased 
14 percent during 1950 and 19 percent during 1951. No estimates have been published as 
yet for 1952 and 1953. In our world estimates for 1952 and 1953 we assume that Russian 
gold production varied at the same rate as that of the free world. 
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SUPPLEMENT G 


Price of gold in a free market (Tangier), in United States dollars (per fine ounce 
of bar gold “in transit” *) 












: ’ An- 
: i Poh. ! bs Sep- lie. No- De- 
Year —_ bn y March! April | May | June | July ae = — =r — — 

age 
1947___| 62. 50 58.00 | 53.00 | 52.25 | E f 52.75 | 53.25 53, 25 54. 46 
1948___| 53.00 53. 50 | 52.00 | 53.00 | 53. 50 | 53.00 | 53.50 56. 00 | 53. 67 
1949___| 56. 50 49.00 | 48.00 | 51.50 | 52.00 | 52.50 | 47.00 | 47.00 44.50 48.79 
41. 50 38.00 | 39.00 | 36.90 | 39. 50 | 39.50 | 38.62 | 38,25 38.75 | 38.87 
42. 37 40.00 | 41.75 | 40.50 | 40,12 | 40.25 | 40.2 | 40. 37 39. 00 | 40.41 
39. 00 38.25 | 37.65 | 37.75 | 37.40 | 37.75 | 37, | 37.35 7.10 37. 82 
37.72 37. 37.00 | 36.90 | 36.45 | 36.40 | 36.45 | 36.25 35.00 |... weetin 

\ | | | | 


1 There is a tax of 7.5 percent ad valorem on gold imported into the city. Gold in transit is not subject 
to this tax. 


Sources: 1947-52, Franz Pick, 1953 Black Merket Yearbook, p. 145, 1953, International Financial Sta- 
tistics, September 1953, p. 28; October 1953, p. 28; January 1954, p. 16. 
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PRICE OF GOLD INA FREE MARKET (TANGIER) 
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1914 
1915 
1916 
1917 
1918 
1919 
1920 
1921 
1922 
1923 
1924 
1925 
1926, 
1927 
1928 
1929 
1930 
1931 
1932 
1933 
1934 
1935 
1936 
1937 
1938 
1939 
1940 
1941 
1942 
1943 
1944 
1945 
1946 
1947 
1948 
1949 
1950 
1951 
1952 


Source: 





1, 
9 ¢ 
5 
3, 4 
3, 
9 
9 
3 
3,7 
4, 
4 
4, 
4, 
4 
3, § 
4, 
4,< 
re 
4’: 
4 





American Institute for Economic 


, 703 
, 881 
, 990 
, 929 
3, 5OR 
5, 629 
9, 168 
5, 673 
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[Millions of dollars] 


* Research. 
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: | 
First source |Second source! Third source | Fourth source 


717 
713 
1, 136 


172 






566 
692 
403 
618 
589 
185 


518 
513 
, 721 
015 


~ 





ee D> Se ee CO 


, B02 
RSY 
622 
, 693 
198 
, 306 
, 643 
, 896 
» 715 
, 569 
387 


moh wwe 


— b 


9, 654 


4, 243 | 


7, 664 
9, 289 


11, 059 
21, 045 
21, 996 
24, 949 


8 152 


SUPPLEMENT I.—Total purchasing media, by sources 


Fifth source 


46 | 
16 





1, 132 
540 
317 
442 
587 

2, 127 

» 





“I 


moo 
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Sas 
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11, 038 
, 640 


753 

73 
946 
768 


. 496 


493 


2, 328 
2, 870 
, 594 


059 


5, 548 


430 
674 


, 366 


572 


, 812 


397 
817 


3,114 
, 032 


999 


, 597 


, 761 


194 


, 270 
, 607 
}2, 868 
9, 652 
, 435 
, 341 


044 


3, 499 
, 599 
, 165 


670 


, 537 
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SUPPLEMENT J 
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PURCHASING MEDIA 


The first source of purchasing media is the money commodity. In most of 
the world today the money commodity is gold. The qualities of gold that make 
it desirable as money have been recognized for many centuries, but only during 
the past century has it become the money commodity for such a large portion of 
the world’s population as now uses it. 


The second source 


A second source of purchasing media is provided by the commercial lending 
functions of the Nation’s banking system. 


The third source 


The third source of purchasing media is the currency issued by the Treasury 
in the form of silver certificates, United States notes, Treasury notes of 1890, 
Federal Reserve banknotes, national banknotes, standard silver dollars, sub- 
sidiary silver coin, and minor coin. 


The fourth source 


The fourth source of purchasing media is the investments of commercial banks 
in the obligations of private business, municipalities, and States, and noncom- 
mercial loans made by commercial banks to private businesses and individuals 
(such as real-estate, consumer, “other” loans, and loans on securities) to the 
extent that such loans and investments exceed the capital and savings deposits 
of the commercial banking system available for these purposes. 


The fifth source 


The fifth source of purchasing media is the commercial banking system’s in- 
vestments in Federal Government obligations to the extent that such investments 
exceed the capital and savings accounts of commercial banks that are available 
for that purpose. We call this source “monetization of the public debt,” because 
the commercial banks create new purchasing media in exchange for these Fed- 
eral debt obligations. 


ne ieee 


. 


GOLD RESERVE ACT AMENDMENTS 329 


SUPPLEMENT K 


Ratio of purchasing media to gold stock in the United States on June 30, each 
year, 1914-53 


{Dollar amounts are in billions] 


Demand Ratio gold 


, . ; Total pur- to purchase 
“a Currency Deposits : ‘ Gold stock I — 
Year aes ei eposlis | chase media | Gold stock media 





adi =t oy 
adjusted (Percent) 
1914 es ; : 11.6 1.9 16.4 
1915 1.6 | 9.8 11.4 | 2.0 17.5 
1916... : J 1.8 | 12.0 13.8 2.4 17.4 
1917-. ‘ . 2.3 | 13.5 15.8 3.2 | 20. 2 
1918. ei ; ; 3.3 | 14.8 18.1 3.2 17.7 
1919 a 3.6 | 17.6 | 21.2 3.1 14.6 
1920 4.1 19.6 23.7 2.9 | 12.2 
Pe .36 3.7 17.1 20.8 3.3 15.9 
1922... ut d | 3.4 | 18.0 21.4 3.8 17.7 
1923 ; 3.7 | 19.0 | 22.7 4.1 | 18.0 
1924 3 Bacal 3.7 | 19.4 23.1 4.5 19.5 
NB. cicnn. ; Cd 3.6 21.4 | 25.0 4.4 | 17.6 
1926_.._-- wee 3.6 | 22.0 25.6 4.4 17.2 
1927 4 3.6 22.0 25.6 4.6 18.0 
es ee ; 3.6 22.3 25.9 | 4.1 15.8 
1929 ; ; baa 3.6 | 22.5 | 26.2 | 4.3 16.4 
1930 : a ace 3.4 | 21.7 | 25.1 4.5 17.9 
1931 - 3.7 | 19.8 | 23.5 5.0 21.2 
1932 4 i eo ne 4.6 | 15.6 | 20.2 | 3.9 | 19.3 
1933... ; 3 ‘ Seoul 4.8 | 14.4 | 19, 2 | 4.3 22.4 
1934 4.7 | 16.7 | 21.4 7.9 36.9 
1935 é eee tines 4.8 20.4 | 25,2 9.1 36.1 
Wada San ie eae Fe 5.2 | 23.8 | 29.0 10.6 | 36.6 
Siete aes 5.5 25.2 | 30.7 12,3 | 40.1 
1938 5.4 24.3 | 29.7 13.0 | 43.8 
1939 ; acl 6.0 7.4 | 33.4 16.1 48. 2 
1940 : pete: 6.7 32.0 | 38.7 | 20.0 | 51.7 
1941_. eikieiere aide 8.2 37.3 | 45.5 | 22.6 | 49.7 
1942 ; osiesg bed’ 10.9 41.9 | 52.8 22.7 | 42.0 
1943_. khanna 15.8 56.0 | 71.8 | 22. 4 | 31.2 
1944 ooh 5 aaa 20.9 60. 1 81.0 | 21,2 | 26. 2 
1945_. oa tee | 25.1 69.1 | 94,2 | 20. 2 21.4 
1946 agli 26. 5 79.5 106.0 20.3 19.2 
OOO cc nvenng fyi .ccckeussatemta | 26.3 82.1 108. 4 | 21.3 19.6 
1948 RR Fk 25.6 82.7 | 108.3 23.5 21.6 
OU, foe 2. eee iomecal 25.3 81.9 107.2 | 24.5 | 22.8 
1950... 5 eutcyteedaaiaaee 25.2 85. 0 110. 2 | 24.2 22.0 
SUR dictnecsuckewncsbescc anes 25.8 89.0 | 114.8 21.8 19.0 
EER” S46 | 26.5 94.7 | 121.2 | 23.3 19.2 
apenas js pdt eka 27.4 96.9 124, 3 | 22.5 18, 1 
l 





8 urces: Columns 1, 2, 3: Banking and Monetary Statistics, pp. 34-35 for 1914-41, Federal Reserve 
Bulletin f r 1942 and subsequent years. Column 4: Sta‘istical Abstract of the United States (1947), table 
410, p. 39, f.r 1914-48; Federal Reserve Bulletins f r 1949 and subsequent years, 
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SUPPLEMENT L 


CONSUMER Prices (B. L. S.) 
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The Consumer Price index of the Bureau of Labor Statistics is a statistical 
measure of changes in prices of the goods and services bought by families of city 
wage earners and clerical workers. It measures only changes in prices; it tells 
nothing about changes in the kinds and amounts of goods and services families 
buy, or the total amount families spend for living, or the differences in living 
costs in different places, 

The Bureau's present “market basket’ ‘of items priced includes the goods and 
services bought in 1952 by urban wage-earner and clerical-worker families living 
in small, medium-sized, and large cities and having a yvearly income averaging 
$4,160 after taxes. These families represent about 64 percent of all people living 
in urban places and about 40 percent of the total United States population. Ap- 
proximately 300 consumer goods and services are priced. Moreover, the prices 
of goods and services are collected in 46 different cities, including small and 
medium-sized cities. 

The present index has eight major components, which are weighted as follows: 
housing, 32; food, 30; transportation, 11; apparel, 10; reading and recreation, 
5; other goods and services. 5; medical care, 5; and personal care, 2. The new 
“housing” component includes rents, prices paid for “other shelter” (home pur- 
chase, repairs and maintenance, and other homeowner costs), gas and electricity, 
“solid” fuels and fuel oils, housefurnishings, and household operations. 





SUPPLEMENT M 
Wholesale commodity price indexes, year average basis: 1926=100 


[United Kingdom, 1845-1914; United States, 1915—53] 


1845 st 65 | 1882 : 638 | 1919 ; 138. 6 
1846 67 | 1883 62 | 1920 _ 154.4 
SOGF aka twin i 71 | 1884- ‘i 57 | 1921 adie ae 
1848___ : 58 | 1885 54 =| 1922 06. 7 
1849 56 | 1886 52 1923 100. 6 
1850 eae 5S | 1887 1 1924 98.1 
i. . 56 | 1888S 53 1925 103.5 
1852 Bedale cae 58 | 1889__. 54 =|: 1926 100. 0 
Ae a. ‘ 71) 1890 54 | 1927 95. 4 
Rai actesncads in 41 | Seeeecuus 54 | 1928 a ‘ 96. 7 
RR es a 76 | 1892 51 =| 1929 95.3 
1856____- ae 76:1 3008... _ 51 | 1980 86. 4 
ene. ee 79 | 1894___ 47 |1931 73.0 
‘(ee ee 68 | 1895__ 47 | 19382 64.9 
See 71 | 1896 2 46 1933 . C6. 0 
NO id aaitehices Ss ie =e Ee 47 =6| 1984 75. 0 
aE Tt] 1606.... $8 | 1935 i 80. 0 
ee 76 | 1899__ 51 | 1936 LETTER 
epee hl a ¥v 1) 1000......~- 56 1937 j 86.3 
ee eS 79 | 1901 z De 1938 78.6 
cas pea 76 | 1902___- 52 | 1939 77.1 
acetate 77 | 19038 ; 52 «=| 1940 78.6 
SS cc actsia aos 75 | 1904__- 53 |1941_- 87.3 
See ees 74} 1905 54 | 1942 ai 98,8 
1869 a a ee 74| 1906 scicacaiela = 58 ' 73068: 103. 1 
Reena aoe 72) 1907 = _. 60 | 1944 . 104. 0 
Saye tats WG T feces. luli! ae pas __ 105.8 
a sic canta argent 63 71000)... 56 «| «1946 i iiscaritncictakaes OR 
eS oe. + 8 (110 + 148.8 
(ara! ts Sea 2 77 | 1911_ foe beel de! (GP FROES eee 
1875 Seesiheid i thea Tt ete a 64 | 1949 152. 8 
LOTTO ensanas tines it a : 64 | 1950_- we 
IGT iidak. ctdwdaisa ‘ oe a . 64 So = 176.9 
DOE Jie oo it 65 | 1915- 69. 5 | 1952__ hitch it. Came 
1879 cere one 62 | 1916- ; 85. 5 | 1953 ake 164.9 
1908. ..2cdas enidiwe O61 3017; «s+: 117.5) 

oo 641 1988... 131.3 





Sources: For 1845-1914, Sauerback’s Index Numbers of Wholesale Prices in United 
Kingdom, from British Trade and Industry, Past and Future, by G. D. H. Cole. 

For 1915-49, Bureau of Labor Statistics’ Wholesale Commodity Price Index; printed 
table published in Standard’s and Poor's Statistics, 1953 ed., p. 71. 

For 1950-53, the same index as for 1915-49; Survey of Current Business or Business 
Statistics. 
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SUPPLEMENT N 
Wholesale Price 1913-19538 (A. I. EB. R.) 
[1918100] 


Monthly Monthly 

average average 
css nee 100 a se tamara 107.4 
a a oO eas a nh eae 114.6 
I Se ee ne ee ae 115.8 
i a ceell I ca auiteenenehee 123.8 
2 Ea SEER ES SARs I. oF Ne ne cabbie tees Tz 7 
i a Se eecollen I Telecast shinee aiid anal 110.5 
a a et OSS a eee oe Re Re 112.6 
a a Ne MN Go ae te ae 125. 0 
a a a rT a a ae oerneniae 141.5 
Rs Ee Bares Tn a ee 148. 0 
a ee ee SN a Se ts se ca eee ons 149. 0 
a at Fe ee oe a SE MEN Oy Pa ica ccna anealinie ate eens 151.5 
a ae ila Sy 0 RI ee en Ia) rg iaares 173.1 
. , aia ae eee NN tele eerste Zi2. i 
ot EE ees aes 2 ee ee ene ere ee 229. 7 
a a a a olen 218. 2 
Na i Be ee ee a 226.8 
| Ae ee steers oe ccna’ 252. 6 
ee hace gh oe 245. 6 
a a OR nn hee ee acer ea cone 242. 2 
ek oe 94. 5 





Sources: Bureau of Labor Statistics’ Wholesale Commodity Price Index, adjusted at the 
Institute to 1913=—100. - . . 
For 1913-49, printed table (1926=100) published in Standard & Poor’s Statistics, 1953 


edition, p. 71. ‘ me 
For 1950-53, Survey of Current Business, Business Statistics, 1953. 


SUPPLEMENT O 
Loss IN PURCHASING POWER 


LIFE INSURANCE; ANNUITY INCOME; SAVINGS DEPOSITS IN COMMERCIAL BANKS, 
MUTUAL SAVINGS BANKS, AND SAVINGS AND LOAN ASSOCIATIONS ; UNITED STATES 
SAVINGS BONDS ; AND SOCIAL SECURITY RESERVES * (DECEMBER 1939—DECEMBER 1952) 


Although the amount of life insurance in force in the United States increased 
from $111.6 billion at the end of 1939 to $276.6 billion at the end of 19527 $97. 
billion of its purchasing power was lost through the decline in value of the dollar. 

During the same period the annual amount of annuity income increased from 
$620 million to $1,528 million * with a (total) loss in purchasing power of $537.2 
million. 

Although time deposits (of individuals, partnerships, and corporations) in 
commercial banks increased from $14.9 billion at the end of 1939 to $39.0 billion 
at the end of 1952,* $17.5 billion of their purchasing power was lost through the 
decline in value of the dollar. 

Although deposits in mutual savings banks increased from $10.5 billion at the 
end of 1939 to $22.6 billion at the end of 1952,° $9 billion of their purchasing 
power was lost through the decline in value of the dollar. 

Although deposits (savings capital) in savings and loan associations increased 
from $4.1 billion at the end of 1939 to $19.2 billion at the end of 1952,° $4.8 billion 
of their purchasing power was lost through the decline in value of the dollar. 

1 Measured by the change in the index of consumer prices (Bureau of Labor Statistics} 
during each year as applied to the amount of life insurance, annuity income, and savings 
deposits, United States savings bonds, and social security reserves at the end of the 
preceding year. 

owe — Fact Book, 1953 (Institute of Life Insurance, New York, 1953), p. 8. 
oan Abstract, 1948, p. 427; 1953, p. 487; Federal Reserve Bulletin, January 
vot, DP. ol, 
sooty Abstract, 1948, p. 427; 1953, p. 4837; Federal Reserve Bulletin, January 
wee Abstract, 1948, p. 427; 1953, p. 487; Federal Reserve Bulletin, January 
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Although the cash value of United States savings bonds (all series) increased 
from $2.5 billion at the end of 1939 to $57.9 billion at the end of 1952," $21.5 
billion of their purchasing power was lost through the decline in value of the 
dollar. 

Although the reserves held for social security (in old age and survivors trust 
fund and the unemployment trust fund) increased from $3.2 billion at the end 
of 1939 to $25.7 billion at the end of 1952,° $7.4 billion of their purchasing power 
was lost through the decline in value of the dollar. 





SUMMARY 
Loss in purchasing power (December 1939—December 1952) 


{In billions of dollars] 


Life insurance___-__~- Sah ab nae sateen sclaisSalai cites Clases anatase aa ogee $97. 3 
Annuity income__-_ ; mnikaeaiaie - - hacked inna <- 
Time deposits in commercial banks_________--____--__--__- acini Siac 17.5 
Deposits in mutual savings banks_---_.---_--_-__~~__- eal ae ante ‘acciaianenta 9.0 
Deposits in savings and loan associations labia sien shared messi aiananaaaiiiicks 4.8 
SU CII SWI WCU ca so ccfetcla se sa ten spn ce ee tistics eonie ~« ee 
SOOCUR TCE TLE OVC a nash sicesich ds wiccinew sisi te wine ida saeenicssieead 7.4 

IE ak iid oars casas ateeae anc n Usd aiaead Gel ia ccs oa ees scaeabetiiae 158. 0 


Purchasing power of the dollar as measured by consumer prices 


| | 
Index of pur-| Year’s loss in Index of pur-| Year’s loss in 
Pas nee, —* View eee) purchasing 
at year's enc owe» at year's end | ower 
(December) (percent) (December) (percent) 
1939 100. 4 1946 65. 2 0. 153 
1940 99.3 0.011 1947 59.9 . O81 
1941 90. 5 Ogg 1948 58.3 . 027 
1942 83.1 . O82 1949 59.7 1 024 
1943 80. 4 032 1950 56.1 060 
1944 78. 7 . 021 1951 §2.6 062 
1945 77.0 . 022 |} 1952. 52.4 004 


! Gain. 
Computed from data in: Survey of Current Business; Statistical Abstract. 
Total life insurance in force 


[In billions of dollars] 


Loss in pur- Loss in pur- 





Deceml Amount chasing power December Amount chasing power 
1939 1947 | $186, 2 $13. 80 
1940 $1. 28 1948 201.3 5. 03 
1941 10. 28 1949 213.8 14.83 
1942 10. 01 1950 234. 0 12. 83 
1943 4. 08 1951... 253. 1 14. 50 
1944 2. 89 1952 276. 6 1. 01 
1945 3. 21 — 
1946 23. 26 Total | } 97. 30 

1 Gain, 


ointments 
7U. S. Treasury, Information Service. 
8 Social Security Administration, information office; Department of Labor, Bureau of 
Employment Security. 
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innuity income (annual) 
In billions of dollars] 
; Loss in pur- = : Loss in pur- 
December Amount chasing power December Amount chasing power 
1939 ei $620 Sei tisilenaesdae 1, 009 75.6 
1940 ; 640 $6.8 1918... 1, 095 | 27.2 
1941 ; 671 56.9 || 1949 1. 173 1 26.3 
1942 695 55.0 1950 1, 280 70.4 
1943 735 22.2 1951 1, 403 79.4 
1944 a 799 15.4 1952 1, 528 5.6 
1945 859 17.6 sobaiialaas 
1946 . 933 131.4 Total 537. 2 
Gain 
Savings or time deposits in commercial banks . a 
{In billions of dollars] 
D b Amount Loss in pur- December Amount Loss in pur- 
coomes pits chasing power - _ chasing power 
1939 $14.9 1947 $34. 7 $2.7 
1940 a 15.4 $1. 64 19‘8 35.0 | - 94 
1941 15.5 1. 37 1949 35.1 | 184 
1942 16. 1 1. 27 1950 35. 2 2. 11 
1943 19.0 52 || 1951 36.3 | 2. 18 
1944_ 23.9 . 40 1952 39.0 | 15 L 
a hint annqietnmns 29.9 53 - 1 aaseneaatii lanes 1 
1946 Sc 33. 4 4. 57 otal_. ; a 17. 55 ! 
1 | ; 
: - se - ? 
1 Gain im 
Deposits in mutual savings banks 
L { i 
p 


December 


1939 
1940 
1941 
1942 
1943 
1944 
1945. 
1946 _ 


! Gain. 


December 


1939... . 
1940__ 
1941... 
1942 
1943 
1944 
1945 
1946... 


! Gain. 
® Preliminary. 


In billions of dollars] 


Loss in pur- 





Loss in pure 





Amount chasing power December Amount | chasing power 
_ seinl neem 
$10.5 = 1917 ‘i $17.7 $1. 36 
10.6 $0.12 || 1918 ‘ a5: 18. 4 | .48 
10.5 .94 |] 19°92. a 19.3 | 1.44 
10.6 .86 || 1950....-. ze 20.0 1.16 
11.7 34 |} 1951... .... 20.9 | 1, 24 
13.3 4 | es 22.6 | .08 
15.3 29 —-— —— 
16.8 | 2.34 | ci ries | 9.02 
Deposits in savings and loan associations 
[In billions of dollars) 
Loss in pur- = | Loss in pur- 
Amount | chasing power December Amount chasing power 
$4.1 1947... $9.8 | $0. 69 
4.3 $0.05 || 1948___- 11.0 | 26 
4.7 »88 || 1949_- 2.2. 12.5 | 1. 26 
4.9 oe Fl BNR s a uscnnncis 14.0 | -75 
5.5 - 16 aia oi 16.1 | . 89 
6.3 12 }}: 2082..... 2 119.2 | - 06 
7.4 | i —— 
8.5 | 1.13 Total . 4. 76 





= 
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United States savings banks (cash value, all series) 


{In billions of dollars] 


Loss in pur- 


December 
chasing power 


Amount 








December | Amount 





1939 .5 1947 
1940 _. 2 $0. 03 1948 
1941__.. i. 1 28 1949 
1942 a 15. 1 . 0 1950 
1943__.. oi 27.4 . 48 1951 “ 
1944... i 40.4 | . 58 || 1952 
1945 ; ; 48. 2 89 
1946. _.. ‘ 49.8 7. 37 Total 
(rain 
Social Security trust funds 
{In billions of dollars] 
| Old-age and | State-ac- | 
ee ae survivors | countsin un- | Mate 
December | insurance | employment Total 
trust fund trust fund 
1939 $1.7 $1.5 | $3. 2 
1940 2.0 18 3.8 
1941 2.8 2.5 5.3 
1942 3.7 3.4 tea 
1943 4.8 | 4.7 9.5 
1944 6.0 6.1 12.1 
1945 fon 6.9 14.0 
1946 8.1 6.8 14.9 
1947 9. 4 7.3 16.7 
1948 10.7 7.6 18.3 
1949 11.8 7.0 18.8 
1950 13.7 6.9 2. 6 
1951 15. 5 7.8 23.3 
1952 17.4 8.3 25.7 
Total ‘ a ee 7 
1 Gain 
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| 
| Loss in pur- 
chasing power 


$4. 03 
1.40 
11.32 
3. 40 
3. 60 
. 23 


21. 47 


Loss in 
purchasing 
power 


$0. 04 
3 
43 
20 


«é 
14 
21 


- dO 


1.44 
1.13 
1. 28 
09 
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SUPPLEMENT Q 


AN HISTORICAL SUMMARY OF THE LEGAL STATUS OF THE STANDARD MONETARY UNIT 
OF THE UNITED STATES 


(Including a clarification of its present status and an explanation of the technical 
legal steps required to remove inconsistencies and to restore the full gold 
standard) 


INTRODUCTION 


In 1790, the new Congress of the United States considered what should be es- 
tablished as the Nation’s legal standard monetary unit. Alexander Hamilton 
was requested to submit recommendations regarding this and other features of a 
monetary system. His report concluded that “the unit in the coins of the United 
States ought to correspond with 24 grains and three-fourths of a grain of pure 
gold and with 371 grains and one-fourth of a grain of pure silver, each answering 
to [named] a dollar in the money of account.” 

That different quantities of two different metals could have been considered 
possible alternatives as the standard monetary unit is not surprising when one 
considers the circumstances of the times. In the first place, the exchange ratio 
between gold and silver had been so nearly uniform for a long period that many 
individuals probably considered it to be fixed by natural law. In the second place, 
the general scientific advance was still in its early stages, and there was not 
widespread understanding of the need for precision in designating standard units. 
Finally, the semantic swamps had not then been explored as they have been since; 
consequently, the inherent confusion involved in using a “standard unit” that 
might be either one thing or another probably was not widely appreciated. 

Nevertheless, Congress decided to make the standard unit from one rather 
than both of the monetary metals in use. In the first coinage act* Congress 
specified “Dollars or units—each to be of the value of a Spanish milled dollar 
as the same is now current, and to contain three hundred and seventy-one grains 
and four sixteenth parts of a grain of pure, or four hundred and sixteen grains 
of standard silver.”* Thus the original United States dollar or standard mone- 
tary unit was the specified amount of silver. 

Although Congress thus avoided the semantic swamp in originally specifying 
the standard monetary unit, the accompanying action of Congress in providing 
for gold as well as silver coinage perhaps has been the basis for confusion that 
soon became evident and has continued to the present day. It is true that the 
gold coins provided for in the act were named “eagles”, “half eagles”, and 
“quarter eagles” rather than “ten dollars”, “five dollars”, and “two and one- 
half dollars”, respectively (see footnote 2). However, the act did specify that 
the eagles were “* * * each to be of the value of ten dollars or units * * *”, 
with appropriate corresponding specifications for the half eagles and quarter 
eagles. Thus, almost from the beginning, the eagles were popularly known as 
“ten dollars”, although the name “eagle” likewise continued in common use. 





1The Mint Act of April 2, 1792, 1 Statutes at Large, p. 246 et seq. 

2 Section 9 of the Mint Act of April 2, 1792, in its entirety, was as follows: 

“And be it further enacted, That there shall be from time to time struck and coined at 
the said Mint, coins of gold, silver, and copper, of the following denominations, values, 
and descriptions, viz EAGLES—Each to be of the value of ten dollars or units, and to 
contain two hundred and forty-seven grains and four eighths of a grain of pure, or two 
hundred and seventy grains of standard gold. HALF EAGLES—each to be of the value 
of five dollars, and to contain one hundred and twenty-three grains and six eighths of a 
grain of pure, or one hundred and thirty-five grains of standard gold. QUARTER 
AGLES—each to be of the value of two dollars and a half dollar, and to contain sixty-one 
grains and seven eighths of a grain of pure, or sixty-seven grains and four eighths of a grain 
of standard gold. DOLLARS OR UNITS—each to be of the value of a Spanish milled 
dollar as the same is now current, and to contain three hundred and seventy-one grains 
and four sixteenths part of a grain of pure, or four hundred and sixteen grains of standard 
silver HALF DOLLARS—each to be of half the value of the dollar or unit, and to con- 
tain one hundred and eighty-five grains and ten sixteenth parts of a grain of pure, or two 
hundred and eight grains of standard silver. QUARTER DOLLARS—each to be of one 
fourth the value of the dollar or unit, and to contain ninety-two grains and thirteen 
sixteenth parts of a grain of pure, or one hundred and four grains of standard silver. 
DIMES—each to be of the value of one tenth of a dollar or unit, and to contain thirty- 
seven grains and two sixteenth partso f a grain of pure, or forty-one grains and three fifth 
parts of a grain of standard silver. HALF DIMES—each to be of the value of one 
twentieth of a dollar, and to contain eighteen grains and nine sixteenth parts of a grain 
of pure, or twenty grains and four fifth parts of a grain of standard silver. CENTS—each 
to be of the value of the one hundredth part of a dollar, and to contain eleven penny- 
weights of copper. HALF CENTS—each to be of the value of half a cent, and to contain 
five penny-weights and a half a penny-weight of copper.” 
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Later, when double eagles were coined having a value of twenty dollars, the 
name “double eagle” was still widely used long after a standard gold dollar unit 
by specific legislation had been substituted for the original standard silver 
unit or dollar. 

The semantic confusion that followed the original adoption of a gold and 
silver coinage has been reflected in the writings of monetary economists, in 
legislation, and in court decisions for more than a century. The widespread use 
of paper currency in recent decades has further complicated the semantic prob- 
lem. The earlier confusion of other coins valued in terms of the standard unit 
with that unit has been repeated in the widespread confusion of paper currency 
with standard money. 

For several decades Congress apparently was not so confused by its own actions 
as so Many others have been. At least, in 1834 and 1887 when some divergence 
of the exchange value of gold and silver from the earlier 15 to 1 ratio had been 
noted, Congress altered the weight of the gold coins (eagle, half eagle, and 
quarter eagle) in order to maintain their values in terms of the standard mone- 
tary unit, the silver dollar. (The details of these changes are described later.) 
Thus there seemed to be recognition, in Congress if not elsewhere, that a standard 
unit should not be two or more different things simultaneously, but should be 
one clearly specifiable and clearly identifiable object. 

However, in 1849, Congress likewise wandered into the semantic swamp of 
monetary confusion. The act of March 3, 1849, provided that “there shall be 
* * * struck and coined at the mint * * * gold dollars, each to be of the value of 
one dollar or unit.” Until that time, the gold coins had never officially been 
named “dollars” or multiples of “dollars”; the official designation had been 
“eagle,” “half eagle,’ etc. The provision for a “gold dollar” established semantic 
confusion on such a firm foundation that it may not be ended for a long time to 
come, From 1849 until 1873, the United States had an official gold dollar and 
an official silver dollar. Thus “dollar” became firmly fixed as a name for two 
different things. The further confusion that has resulted accounts in part for 
some interesting features of recent monetary experience. 

When paper currency was first widely used, few people confused it with the 
standard money. Apparently nearly all who accepted bank notes and other 
paper “money” clearly differentiated between it and specie or “real money” as 
gold and silver coins were generally considered. 

In recent years, however, the public has become so used to handling paper 
eurrency and has so long used it in lieu of metallic money that the fact that it 
is only a claim on the standard money is widely overlooked. A Federal Reserve 
note, for example, states on its face that “the United States of America will 
pay to the bearer on demand ten dollars,” or whatever the amount may be. A 
few individuals in recent years have presented such claims to the Treasury 
and have been given other similar claims in return rather than the “ten dollars.” 

The word “dollar” began its official career with the clear referent, a silver coin 
of specified weight and purity. Today, however, “dollar”, singular or plural, 
is the name popularly, and in many instances legally, applied to the following: 

(a) One thirty-fifth of an ounce of gold. 

(6) A silver coin weighing approximately one ounce. 

(c) Paper currency that may, on its face, purport in some instances to 
be a claim on silver and in other instances a claim on “dollars”.’ 

(d) Demand deposit or checking account claims on “dollars”. 

(e) Savings deposits or records of individuals’ proportionate shares in 
the assets of such investing institutions. 

The semantic confusion and the related confusion of thought on monetary 
matters has become so great that today one finds the proportionate shares of 
individual claims to the assets of savings institutions widely regarded as “money” 
and available as a purchasing medium to facilitate consumer demand for goods 
curently produced. (This confusion is found even in some current textbooks on 
monetary economics.) No doubt, part of the existing confusion on monetary mat- 
ters is traceable to othed basic factors than the semantic vagaries of the word 
“dollar”. However, it would seem that the subtle semantic shift of the name 
for the standard unit at least facilitates the popularization of widespread 
erroneous notions on monetary matters. 


* The claims supposedly are payable on demand by the United States Treasury. Today 
the claims on silver are honored without discriminating among those who present the 
claims; but the claims for “dollars” (i. e., for one thirty-fifth of an ounce of gold) are 
honored only for foreign central banks and governments, not for citizens of the United 
States. 
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In succeeding sections, the details of legal changes in the status of the monetary 
unit are summarized. The concluding section outlines the steps necessary to 
remove inconsistencies and restore the full gold standard. 


MONETARY PROVISIONS OF THE CONSTITUTION 


The Constitution of the United States gave Congress the power “To coin 
money, regulate the value thereof, and of foreign coin” (art. I, see. 8). It for- 
bade the States to “coin money; emit bills of credit; make anything but gold 
and silver coin a legal tender in payment of debts” (art. I, see. 10). Although 
it gave Congress power “To borrow money on the credit of the United States” 
(art. I, sec. 8), it did not authorize, nor did it prohibit, issuance of bills of 
credit by the Federal Government. 


COINAGE ACTS: 1792-1857 


The Mint Act of April 2, 1792 (1 Stat. 246), established the silver dollar 
as the standard unit of the monetary system. The coinage of silver and gold 
at a relative value of 15 to 1 by weight of the pure metal was authorized. The 
following gold and silver coins and their respective precious-metal content ‘ 
(in Troy measure of 480 grams to the ounce) were specified : 

The eagle, to equal in value 10 dollars, 247.5 grains of pure gold. 

The half eagle, to equal in value 5 dollars, 123.75 grains of pure gold. 

The quarter eagle, to equal in value 214 dollars, 61.875 grains of pure gold. 

The dollar, 1 dollar, 371.25 grains of pure silver. 

The silver half dollar, quarter dollar, disme, and half disme, at their frac- 
tional weights in proportion to the silver dollar. 

The copper cent and half cent were also authorized. 

The act of 1792 also provided that the gold and silver coins struck at the mint 
were to be “a lawful tender in all payments whatsoever, those of full weight ac- 
cording to the respective values herein before declared, and those of less than 
full weight at values proportional to their respective weights.” 

The legal-tender values of certain foreign coins, which were expected to con- 
tinue in circulation for a time, were specified in the act of February 9, 1793 
(1 Stat., 800), and in subsequent enactments, 

The provision for coinage of both silver and gold at the ratio of 15 to 1, the 
coin of each metal being full legal tender, gave the Nation a bimetallic ‘nonetary 
standard. In the markets of the world, however, the value of each metal changed 
continually ; and at most time an ounce of gold was exchangeable for more than 
the 15 ounces of silver that were supposed to be its equivalent at the mint. As 
a consequence, silver was more generally used than gold until 1834 when the 
mint ratio was changed. 

The Coinage Act of June 28, 1834 (4 Stat., 699), reduced the content of gold 
coins to the following weights and a fineness of 899.225 thousandths. 

The eagle, 282 grains of pure gold, and 258 grains of standard gold (the 
weight of the coin including the alloy). 

The half eagle, 116 grains of pure gold, and 129 grains of standard gold. 

The quarter eagle, 5S grains of pure gold, and 64.5 grains of standard gold. 

The pure metal content of the silver dollar, then the standard unit, and of 
fractional silver coins was not changed. Thus, the ratio of silver to gold at the 
mint became 16.002 to 1. The act increased the legal tender value of previously 
minted gold coins by approximately 6 percent to correspond with their somewhat 
greater content of pure gold. The old eagle, for example, was thereby valued at 
$10.66. The law still provided a bimetallic coinage, but it undervalued silver. 

The act of January 18, 18387 (5 Stat.. 136), amended the act of 1834 by in- 
creasing slightly the pure metal content of the gold coins so that their weight 
would be as follows: 


The eagle, 252.20 grains of pure gold. 
The half eagle, 116.10 grains of pure gold 


The quarter eagle, 58.05 grains of pure gold. 


‘The law provided that the gold coins should be 11/12 fine, that is, that they should 
contain 11 parts of the pure metal to 1 part of alloy. The fineness of the silver coins was 
set at $92.4 thousandths. The alloy specified for the gold coins was silver and copper; 
for the silver coins it was all copper. Whatever the fineness, however, the important 
consideration was the quantity of pure metal in each coin. 

’The act did not actually specify these figures It merely directed that the standard 
weight (0.9 fine) of the eagle, half eagle, and quarter eagle should be, respectively, 258, 
129, and 64.5 grains In other words, the fineness was increased from 899.225 to 900 
thousandths. 
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The pure metal content of the silver dollar and of the fractional silver coins 
was not changed.® Thus, the ratio of silver to gold at the mint became 15.9884 
to 1.’ The fineness of all gold and silver coin was made nine-tenths (.900). All 
gold coins issued after July 31, 1834, were to have the same legal tender for their 
nominal values “as if they were of the coinage provided for by this act.” No 
change was made in the legal-tender status of the silver dollar and fractional 
silver coins. 

The law still authorized free and unlimited coinage of both metals, but at 
the ratio established gold was overvalued in terms of silver, judging by their 
exchange ratios in the markets for silver and gold bullion. Many of the silver 
coins, domestic and foreign, were well worn and so did not disappear from cir- 
culation as they would have tended to do if they had been of full weight. Be- 
tween 1834 and 1844, the bimetallic standard seems to have functioned almost 
satisfactorily. After 1844, however, when the Treasury began to take in and 
recoin the foreign coins, there was a tendency for the new silver pieces to be 
exported for their value as bullion. By 1850, the shortage of fractional coins 
caused the public serious inconvenience. 

The principal purpose of the act of March 3, 1849 (9 Stat. 397), was “to 
authorize the coinage of gold dollars and double eagles.” It provided that 
“there shall be * * * struck and coined at the mint * * * coins of gold of the 
following denominations and values, viz: double eagles, each to be of the value 
of twenty dollars, or units, and gold dollars, each to be of the value of one 
dollar, or unit.” The coins of these two denominations were made full legal 
tender and were to conform in all respects to the standard for gold coins already 
established. The law made no change in the status of the silver dollar and the 
fractional silver coins. 

The act of March 3, 1851 (9 Stat. 591), authorized coinage of a 3-cent piece 
“to be composed of three-fourths silver and one-fourth copper.’ It was to weigh 
12% grains and to be legal tender for all sums of 30 cents and under. Because 
its silver content was much less than that necessary to make it a true fractional 
part of the standard silver dollar, it was a fiduciary, or subsidiary, coin—the 
first of that kind to be authorized by Congress. This legislation is notable as 
the first step in the relegation of silver to a subordinate position as a monetary 
metal. 

The act of February 21, 1853 (10 Stat. 160), reduced the weight of the silver 
half-dollar from 20614 grains, nine-tenths fine, to 192 grains, nine-tenths fine 
(172.8 grains of pure silver), and the weight of the quarter dollar, dime, and half 
dime proportionately. It provided that these coins should be legal tender in 
amounts up to $5. The act also authorized coinage of $3 gold pieces having a 
standard weight of 77.4 grains, nine-tenths fine. 

By this law the lesser silver coins ceased to be fractional parts of the silver 
dollar in the ratios of their face values, and became subsidiary coins instead. 
Their value by weight was sufficiently reduced so that, being worth less as metal 
than as coin, they remained in circulation. Free coinage of them ceased, and 
thereafter they were coined on Government account only. The silver dollar, 
however, was in no way changed. It continued to enjoy free coinage and to 
have the same full legal tender quality as gold coin. 

The only significance of the act of February 21, 1857 (11 Stat. 163), was that 
it repealed all former acts authorizing the use of foreign gold and silver coins 
so that they no longer were legal tender in payment of debts. 


THE LEGAL TENDER ACTS 


The acts of February 25, 1862, July 11, 1862, and March 8, 1863 (12 Stat. 
345, 532, 709), were the first departure from the established principle that only 
gold and silver coin was “money” and therefore only such coin could be legal 
tender in payment of debts. The acts authorized $450 million of United States 
notes * and declared them to be “lawful money and a legal tender in payment of 

® The standard weight of the silver dollar was changed from 416 to 412% grains, and the 
fineness from 0.8924 to 0.900. The weight and fineness of the fractional silver coins were 
changed proportionately. 

? Although this was called “16 to 1” in the silver campaign of 1896, it is not so close to 
that ratio as was the ratio of 16.002 established by the Coinage Act of 1834. 

S These notes were known by three names: United States notes, the official and least 
used designation; and more popularly, “greenbacks,” or “legal tenders.” The largest 
amount outstanding at any one time was $431 million. 
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all debts, public and private, within the United States, except for duties on im- 
ports and interest on the public debt.” ° 

These notes, or bills of credit, were a form of paper currency.” They were in- 
tended to and did circulate as such. Creditors were required by law to accept 
them at face value although the notes were not redeemable in coin and no pro- 
vision for their future redemption had been made. Those who received them had 
merely a vague promise of the Government that the notes were “payable to 
bearer” “ at some indefinite time.” When and how they would be paid was not 
specified. As they depreciated, acceptance of them in place of coin, or currency 
redeemable in coin, meant loss for those entitled to payment in standard money 
rather than irredeemable and indefinite claims on it.” 


THE LEGAL TENDER DECISIONS 


A series of Supreme Court decisions eventually determined the status of the 
United States notes as legal tender currency. 

In Lane County v. Oregon (7 Wall., 71), in 1869, the court decided that the 
notes were not legal tender in payment of State taxes. That same year, in the 
ease of The Bank vy. Supervisors (7 Wall. 26) the notes were held to be tax 
exempt because they were obligations of the Federal Government. In Bronson 
v. Rodes (7 Wall, 229), 1869, the court held that the notes were not legal tender 
for contracts that specified payment in coin. These three decisions, however, did 
not fully pass upon the question of constitutionality. 

Later in 1869, in the case of Hepburn vy. Griswold (8 Wall., 603) a divided 
court (4 to 3) declared the legal tender acts unconstitutional on the grounds 
that through the depreciation of the notes there was an impairment of the obli- 
gation of contracts and a taking of private property without due process of 
law. The case, however, applied only to contracts entered into before passage 
of the acts. 

In 1871, in the case of Knor v. Lee (12 Wall., 457) the preceding decision as 
to the constitutionality of the legal tender acts was reversed. The court held 
that they were a means for the exercise of the powers of Government necessary 
for its preservation in time of war and that making the notes legal tender was 
not forbidden by the letter or the spirit of the Constitution. It also declared 
the acts “constitutional as applied to contracts made either before or after their 
passage.” Ina concurring opinion, Justice Bradley upheld the right of Congress 
to issue bills of credit, and pointed out that “he power is entirely distinct from 
that of coining money and regulating the value thereof. * * * It is not an at- 
tempt to coin money out of a valueless material. * * * It is a pledge of the 
national credit. * * * No one supposes that these Government certificates are 





*12 Stat. 709 (Mar. 3, 1863). Practically the same wording was used in the two 
preceding acts. 

1” This was not the first time that the Government had borrowed from the people by 
issuing bills of credit that circulated as currency. During the War of 1812 Treasury notes, 
some of which bore no interest, were made receivable for public dues and payable to public 
creditors. Those of small denominations circulated freely. At other times before the 
Civil War notes receivable for public dues were issued by the Treasury and to some extent 
became a part of the currency. The notes, also, of the First and Second Banks of the 
United States were made, by law, acceptable “in all payments to the United States.”’ None 
of these forms of currency, however, were legal tender. 

11 That was the phrase used in the Statutes. On the face of each note was the statement, 
“The United States will pay the bearer ___- dollars.”’ Note that the phrase ‘on demand” 
was not included in this pledge as it is in the pledge on most of our paper currency now 
In use, 

12 Specie payments had been suspended by the banks of the country and the Treasury 
prior to passage of the first of the legal tender laws. 

13 In everyday language “money” is now used to refer to all media of exchange—standard 
coin of precious metal, subsidiary and minor coin, and the bills, notes, and certificates that 
represent the standard coin. Where precision of statement is desired—where context does 
not clearly indicate the meaning of the term—it is necessary to distinguish between money 
itself—the actual coin—and the paper claim on it. Strictly speaking, ‘“‘money”’ is standard 
precious-metal coin; and “currency” and subsidiary coin are media of exchange that for 
reasons of convenience and economy serve in its place. Money itself, as the word is used 
herein, is a tangible commodity of intrinsic value. A $10 bill is simply a claim on that 
amount of money; the $10 gold piece is $10, that is, 10 of the standard money units. 

Until paper representing money became widely accepted and more or less taken for 
granted in the United States because of the Government's official endorsement upon it, 
the only money recognized as such was gold and silver coin, and in a measure minor coin. 
Due to the widespread use of convenient paper substitutes for money the terms “money” 
and “currency” have become confused; and thinking with regard to them is likewise 
confused. ‘This mistaking of the token or legal claim for the thing itself underlies and 
explains much of the unsound monetary legislation that has plagued the United States for 
the greater part of the past century. 
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never to be paid. * * * Through whatever changes they pass, their ultimate 
destiny is to be paid.” (12 Wall., 560-562) 

There remained yet to be decided the question whether, in time of peace, Con- 
gress had the power to authorize issuance of legal tender notes. A provision 
of the act of May 31, 1878 (20 Stat., 87), requiring that the United States notes, 
i. e. greenbacks, be reissued and kept in circulation was tested in 1884, in the 
case of Juillard v. Greenman (110 U. 3., 421). The court affirmed the consti- 
tutionality of the act on the grounds that the power of the Government to bor- 
row money includes the power to issue obligations in a form suitable for cir- 
culation from hand to hand, that issuance of legal tender notes is incident to the 
power to coin money, that it is not restricted by the fact that the value of con- 
tracts may be affected, and that Congress has power to provide a currency for 
the Nation. 


RESUMPTION OF SPECIE PAYMENTS, JANUARY 2, 1879 


Although the legal tender acts of 1862 and 1863, and the Resumption Act of 
January 14, 1875 (18 Stat., 296)—amended by the act of May 31, 1878 (20 Stat., 
S7)—did not affect the nature and content of the standard metallic monetary 
unit, they involved the question of redemption in coin of the Government’s notes. 
As the notes had entered circulation and depreciated, gold coin and bullion were 
bought and sold at a premium in the open market. Silver coin tended to be 
withheld from circulation and was hoarded or traded at a premium. 

Two major provisions of the Resumption Act were: (1) that “on and after” 
January 1, 1879, the Secretary of the Treasury was to redeem in coin™ “the 
United States legal-tender notes then outstanding on their presentation for re- 
demption, at the office of the Assistant Treasurer of the United States in the 
City of New York, in sums not less than fifty dollars’; and (2) that as the 
amount of national bank notes in circulation increased the amount of United 
States notes in circulation was to be reduced, but to not less than $300 million. 

The act of May 31, 1878, amended the Resumption Act in one important re- 
spect. It directed that any United States notes redeemed or received into the 
Treasury “shall not be retired, cancelled, or destroyed, but they shall be reissued 
and paid out again and kept in circulation.” * This removed any doubt as to 
the meaning of the term “redeem” as it appeared in the Resumption Act. More- 
over, it made the $346,681,000 of United States notes then in existence a perma- 
nent part of the Nation’s currency; and that amount has continued in circula- 
tion to this day. 


COINAGE ACTS: 1873-1900 


- 


The Coinage Act of February 12, 1873 (17 Stat., 424), demonetized the silver 
dollar, presumably because of the rapid decline in the exchange value of silver 
for gold as other leading nations were changing to the gold standard. This act 
also continued the legal-tender limit on subsidiary coins at $5, permitted the 
coinage of silver “trade” dollars of 420 grains, nine-tenths fine, for the public, 
and increased the weight of the half-dollar from 192 to 192.9 grains and other 
fractional silver coins in proportion.” The “trade” dollar had the same limited 
legal-tender quality as the subsidiary silver coins.” The gold dollar and other 
coins—except the silver dollar—authorized under previous legislation, were con- 
tinued as before. 

By omitting the standard silver dollar from the list of authorized coins, the 
act prohibited its coinage. It did not, however, affect the full legal tender 
power of silver dollars already in existence. The silver dollar at this time was 
worth slightly more than $1 in terms of the gold dollar. Although it had been 
continually undervalued by the mint ratio for silver and gold established in 
1834, there had been considerable coinage of it, with coinage in 1871 and 1872 of 
unprecedented volume. 





™ The act did not specify whether the coin was to be gold or silver. The Secretary of 
the Treasury, John Sherman, determined to resume specie payments solely with gold, and 
the transition to full redeemability was eminently successful, confidence in the currency 
being completely restored. Paper was preferred to the precious metal when it could be 
freely exchanged for it. Resumption began on January 2. as January 1 was a holidav. 

The Supreme Court's affirmation of this provision and the significance of its decision 
have been outlined above. 

“ Being worth more than the Mexican dollar it was intended to compete with that form 
of specie in trade with the Orient. 

“The act of July 22, 1876 (19 Stat. 215), revoked what legal-tender power the “trade” 
dollar — — authorized the Treasury to limit its coinage to an amount sufficient to meet 
export demand. 
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In the Revised Statutes, adopted by Congress on June 22, 1874, intended to be 
the law as it was at that time, section 3586 stated that “the silver coins of the 
United States shall be a lega) tender at their nominal value for any amount not 
exceeding five dollars in any one payment.’ By one interpretation this abro- 
gated the full legal-tender provision for silver dollars already in existence and, 
as some asserted, thereby made gold the sole standard of value. By another 
interpretation mere revision of the law in such a way could not have that effect. 
In any event, it could not properly be asserted that the legislation put the United 
States on a gold standard since resumption of specie payments did not occur 
until January 2, 1879. 

The Bland-Allison Act of February 28, 1878 (20 Stat., 25), remonetized the 
silver dollar by authorizing its coinage, as provided in the act of January 18, 
1837, and making it full legal tender “except where otherwise expressly stipu- 
lated in the contract.” Free coinage of silver was prevented by the limiting 
provision that not less than $2 million nor more than $4 million of bullion could 
be purchased each month by the Treasury. The act authorized silver certificates, 
making them receivable for all public dues and reissuable. It also provided that 
silver dollars could not be used for redemption of gold certificates.” 

As a result of this legislation the Nation’s monetary system was placed on what 
was popularly called a “limping” standard. After the resumption of specie pay- 
ments in 1879 the Secretaries of the Treasury chose to redeem the Government’s 
currency and pay its other obligations in gold coin, although silver dollars as well 
as gold coin were full legal tender. The limitation upon coinage of silver and 
the lack of any provision for a partity for gold and silver prevented the mone- 
tary standard from being fully bimetallic.” 

The Sherman Silver Purchase Act of July 14, 1890 (26 Stat., 289), directed 
the Secretary of the Treasury to buy 4,500,000 ounces of silver monthly and to 
issue in payment for it full legal-tender Treasury notes. Under the Bland-Alli- 
son Act, payment for silver with silver certificates, which were receivable for all 
public dues, had been authorized. The act of 1890 left to the discretion of the 
Secretary whether the Treasury notes would be redeemed in gold or silver coin. 
The act declared that it was “the established policy of the United States to 
maintain the two metals on a parity with each other.” This was afterwards in- 
terpreted by the Secretary of the Treasury as “a virtual promise that the notes 
shall always be redeemed in gold or its exact equivalent.” 

It was held that payment of the notes in silver would result in a silver stand- 
ard and thereby debase the currency, for the value of the metal in a silver dol- 
lar was much less than that of the gold dollar.” For that reason it was the con- 
sistent policy of the administration to pay the notes and other Government ob- 
ligations in gold.“ As more and more of the notes, issued to purchase silver, 
returned to the Treasury for redemption in gold, the drain upon the gold reserve 
threatened to force the country from its de facto gold standard. 

In the ensuing crisis the President convened a special session of Congress 
which, by the act of November 1, 1893 (28 Stat., 4), repealed the silver purchase 
legislation. This did not return the Nation to bimetallism, for free coinage of 
silver was not authorized. But the act declared, in the following words, in favor 
of a bimetallic standard as soon as it should be practicable to establish it: “And 
it is hereby declared to be the policy of the United States to continue the use of 
both gold and silver as standard money, and to coin both gold and silver into 
money of equal intrinsic and exchangeable value, such equality to be secured 
through international agreement, or by such safeguards of legislation as will 
insure the maintenance of the parity in value of the coins of the two metals, and 
the equal power of every dollar at all times in the markets and in the payment of 
debts. And it is hereby further declared that the efforts of the Government shall 
be steadily directed to the establishment of such a safe system of bimetallism 
as will maintain at all times the equal power of every dollar coined or issued 
by the United States, in the markets and in the payment of debts.” 





18 By 1878 the bullion value of the silver dollar had fallen to 93 cents. 

1” The requirements for a bimetallic standard : Two metals in each of which the standard 
monetary unit is expressed (a seeming contradiction in term), both metals freely coined at 
a fixed ratio to each other, both full legal tender, both free to be imported and exported, 
all other domestic media of exchange being freely convertible at the option of its holder 
into either metal. 

In 1890 the bullion value of the silver dollar was about 80 cents. 

*1The Government’s bonds called for payment in “coin” and did not specify what kind. 
They had been sold for gold or its equivalent, however, to both foreign and domestic 
investors with the understanding that payment in “coin” meant gold coin only. Redemption 
of the bonds in silver would have been repudiation and a breach of faith. 
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The Gold Standard Act of March 14, 1900 (31 Stat., 45), provided that the 
dollar, consisting of 25 8/10 grains of gold nine-tenths fine, as established by 
Section 3511 of the Revised Statutes, “shall be the standard unit of value, and all 
forms of money issued or coined by the United States shall be maintained at a 
parity of value with this standard and it shall be the duty of the Secretary of 
the Treasury to maintain such parity.” The weight and full legal-tender quality 
of the silver dollar remained unchanged. Thus the gold dollar became by law 
definitely and exclusively the standard monetary unit of value in the United 
States. 

Although this legislation clearly established the full gold standard for the 
United States, instead of clearing the statute books of certain vestiges of bi- 
metallism it retained them. The final sentence of the Gold Standard Act states 
“That the provisions of this act are not to preclude the accomplishment of inter- 
national bimetallism whenever conditions shall make it expedient and practicable 
to secure the same by concurrent action of the leading commercial nations of the 
world and at a ratio which shall insure permanence of relative value between 
gold and silver.” 


SUSPENSION OF SPECIE PAYMENTS FOR FOREIGN CLAIMANTS 1917-19 


The Espionage Act of June 15, 1917 (40 Stat. 217) gave the President authority 
to forbid the export to enemy and neutral countries of “any article or articles.” 
By proclamation on August 27, 1917 (40 Stat. 1691), he forbade exportation of 
“coin, bullion, currency” to certain countries, and by proclamation on Septem- 
ber 7 (40 Stat. 1694), to take effect on September 10, he extended the restriction 
to numerous other countries. The President’s power in this respect was aug- 
mented by the Trading With the Enemy Act of October 6, 1917 (40 Stat., 411), 
which gave him authority to “investigate, regulate, or prohibit, under such rules 
and regulations as he may prescribe, by means of licenses or otherwise, any 
transactions in foreign exchange, export or earmarkings of gold or silver coin 
or bullion or currency.” This power was exercised through the Federal Reserve 
Board which prohibited, with minor exceptions, shipment of gold to foreign 
countries. 

Although domestically, during the war, conversion of currency into gold was 
discouraged, it was not forbidden.” By a ruling on June 9 to take effect June 10, 
specie payments were resumed, and by June 30, 1919, all restraints upon the 
export of gold and upon foreign exchange transactions had been removed. The 
weight, fineness and other characteristics of the standard dollar were not 
affected by these war-time measures, but the embargo on gold was the equivalent 
of a suspension of gold payments to foreigners. The United States was on 
the gold standard domestically during World War I, with gold reserves far 
more than adequate for maintaining redeemability of the currency.” 


ABANDONMENT OF THE GOLD STANDARD AND DEVALUATION OF THE DOLLAR, 1933-34 


On March 4, 1933, a new administration, supported by a strong and determined 
majority in Congress, took office. Its avowed objective was recovery from the 
deep depression into which the country had sunk. Its policy was frankly 
inflationary. Currency expansion, devaluation, and abandonment of the gold 
standard were a part of the program by which it attempted to promote re- 
covery." Its first step, however, was to meet the banking emergency that had 
developed in the preceding several months. 

On March 6, 1933, a proclamation (48 Stat. 1689) by the President, under 
authority of the Trading With the Enemy Act of October 6, 1917 (40 Stat. 411), 
ordered all banks closed for 4 days in view of the national emergency “and 
in order to prevent the export, hoarding, or earmarking of gold or silver coin 
or bullion or currency * * *,” 


= The discrimination that existed in 1917-19 with respect to redemption was in favor 
of American citizens and against foreign countries. Since suspension of redemption, be- 
ginning in 1933, however, the discrimination has been against American citizens and in 
favor of foreign central banks and governments. 

*% The ratio of our gold stock to nongold money and deposits was 10.9 percent, June 30, 
1917, and 8.1 percent, June 30, 1919. The range of yearly ratios was from 6.7 (1920) 
to 10.9 (1917) : the average was 8.6 percent. 

* “Never before had a great and wealthy nation voluntarily debased its curreney to test 
whether or not the change would result in trade expansion, business stimulation, and 
enhanced social well-being.” Leonard P. Arres, The Economics of Recovery (The Macmillan 
Co., New York, 1933), p. 122. 





| 
i 
| 
| 
| 





GOLD RESERVE ACT AMENDMENTS 345 


The Emergency Banking Act of March 9 (48 Stat. 1) approved the proclama- 
tion of March 6 and, because of “a serious emergency”, extended the President’s 
wartime power with regard to the export, circulation, and hoarding of gold. 
It authorized the Secretary of the Treasury, when he deemed it necessary, to 
require all persons or corporations to deliver gold coin, gold bullion, and gold 
certificates to the Treasury in exchange for other forms of coin or currency. 

By a proclamation on March 9 (48 Stat. 1691), the bank holiday and the 
embargo on gold were continued. 

An Executive order” (No. 6073), dated March 10, empowered the Secretary 
of the Treasury to permit the reopening of banks under licenses to be issued 
by him. It prohibited “until further order’ the export of ‘any gold coin, gold 
bullion, or gold certificates, except in accordance with regulations prescribed 
by or under license issued by the Secretary of the Treasury.” It also provided 
that “no permission to any banking institution to perform any banking func- 
tions shall authorize (it) * * * to pay out any gold coin, gold bullion, or gold 
certificates except as authorized by the Secretary of the Treasury.” 

From March 6 until the promulgation of this order the Nation was completely 
off the gold standard, for gold could not be obtained either for domestic purposes 
or for making international settlements. This order, however, in a measure 
lifted the embargo by permitting gold exports under license by the Secretary 
of the Treasury. Under its provision some gold was exported to settle trade 
balances. For a short time a very limited gold standard, with respect only to 
international settlements, was thus permitted. 

In an Executive order (No. 6102) dated April 5, the President prohibited “the 
hoarding of gold coin, gold bullion, and gold certificates.” Every person possess- 
ing gold in these forms was required to exchange it for other coin or currency. 
Banks were required to deliver gold and gold certificates held by them to the 
Federal Reserve banks and receive credit or payment. Rules for enforcing the 
order were set forth, and certain exceptions were specified. Gold could be used 
in industry, the professions, and the arts. Gold and gold certificates held in 
amounts of less than $100, and also “rare and unusual” gold coins, were ex- 
empted. Possession of “gold coin and bullion earmarked or held in trust for a 
recognized foreign government or foreign central bank of the Bank for Inter- 
national Settlements”, as well as “gold coin and bullion licenses for other proper 
transactions” was permitted. 

By this order the Nation was, in effect, completely off the gold standard, for 
gold could not be obtained to make settlements except as specified. On April 20, 
an Executive order (No. 6111), establishing an embargo of indefinite duration 
on shipment of gold to foreign countries, made it entirely clear that the gold 
standard had been abandoned. 

The so-called Thomas inflation amendment to the Agricultural Adjustment 
Act of May 12 (48 Stat. 31) gave the President authority, “in his discretion”, 
to reduce the gold content of the dollar by not more than half, authorized him 
to initiate unlimited coinage of silver at whatever ratio to gold he might deter- 
mine, and permitted him to direct the Secretary of the Treasury to issue $3 
billion of United States notes to be put in circulation by purchase or redemption 
of Government securities and to be retired and canceled at the rate of 4 percent 
annually. Another provision of the amendment authorized an arrangement with 
the Federal Reserve banks to expand credit by purchasing $3 billion of Govern- 
ment securities. 

This legislation not only delegated to the Executive the constitutional powe1 
of Congress to coin money and regulate its value, but it permitted him to devalue 
the standard dollar, institute a bimetallic standard, and issue “greenback” cur- 
rency (United States notes) identical with that which had been authorized and 
issued during the Civil War, but in a vastly larger amount.” 

As a result of the restrictions placed upon gold, the administration was con- 
fronted with the fact that many obligations, public and private, contained a clause 


* Throughout 1933 and January 1934, the following Executive orders were issued with 
respect to the hoarding, payment, export, and sale of gold: the consignment and sale of 
newly mined gold; gold coin collections: and export of gold certificates: March 10, 1933, 
No. 6078: April 5, 1933, No, 6102; April 20, 1923, No. 6111; August 28, 1933, No, 6260; 
August 29, 1983, No. 6261; October 25, 1933, No. 6359; January 12, 1934, No. 6556; 
and January 15, 1934, No. 6560. 

% The act cited the legal-tender legislation of that period as the basis for the President’s 
authority to issue such currency. It also provided that the United States notes authorized 
by it “and all other coins and currencies heretofore or hereafter coined or issued by or 
under the authority of the United States shall be legal tender for all debts public and 
private.” 
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specifically promising payment in gold, yet it was now impossible for debtors 
to acquire it to meet those obligations. 

Congress, therefore, at the behest of the President, declared by joint resolu- 
tion, on June 5 (48 Stat. 112), that any obligation giving “a right to require 
payment in gold or a particular kind of coin or currency, or in an amount in 
money of the United States measured thereby, is declared to be against public 
policy ; and no such provision shall be contained in or made with respect to any 
obligation hereafter incurred. Every obligation, heretofore or hereafter in- 
curred * * * shall be discharged upon payment, dollar for dollar, in any coin 
or currency which at the time of payment is legal tender for public and private 
debts. Any such provision contained in any law authorizing obligations to be 
issued by or under authority of the United States, is hereby repealed. * * *” 

The resolution amended the legal-tender provision of the Thomas amendment 
to the act of May 12 to read as follows: “All coins and currencies of the United 
States (including Federal Reserve notes and circulating notes of Federal Reserve 
banks and national banking associations) heretofore or hereafter coined or 
issued, shall be legal tender for all debts, public and private. * * *” 

By this joint resolution of Congress the gold clause in all existing private and 
governmental contracts and obligations was abrogated. 

By an Executive order (No. 6359), dated October 25, 1933, the gold purchase 
plan was initiated in order to drive down the value of United States nongold 
currency in terms of gold on the theory that a higher “price” for gold would 
bring an increase in the price level. It authorized the Reconstruction Finance 
Corporation to buy newly mined domestic gold “subject to such regulations as 
may from time to time be prescribed by the Secretary of the Treasury.” Period- 
ically the “price” of gold in terms of irredeemable paper currency was raised 
ically the “price” of gold in terms of irredeemable paper currency was raised 
from $31.36 per fine ounce on October 25, 1933, to $34.45 on January 16, 1934. 
Reserve banks to transfer all gold held by them to the Treasury for gold cer- 
tificates ; it amended the Act of May 12, 1933, by providing that the weight of the 
gold dollar should not be set “at more than 60 per centum of its present weight” ; 
it required all monetary gold to be converted into bullion and prohibited the 
minting of United States gold coins; domestically the exchange of other forms 
of money for gold was forbidden, but foreign governments and central banks 
were permitted to obtain gold bullion in exchange for United States currency ; 
it empowered the Secretary of the Treasury to buy and sell gold at rates that 
he deemed advisable and to issue regulations for the use of gold in industry and 
the arts, for foreign shipment, and for other purposes; it established a stabiliza- 
tion fund from the increment obtained by the reduction in weight of each dol- 
lar;* it made Federal Reserve notes redeemable only in “lawful” money; it 
gave the President power to alter the weight of silver and other subsidiary coins 
to the same extent as the gold dollar and to issue silver certificates against 
overvalued silver: and it authorized the Federal Reserve banks, with the 
President’s approval, to increase or decrease reserve balances maintained by the 
member banks. 

The devaluation of the gold dollar was made effective by a proclamation of 
the President (48 Stat. 1730) on January 31, 1934, which established the weight 
of the gold dollar at 15°; grains, nine-tenths fine. This reduced its gold content 
by 40.94 percent.* 

As a result, an ounce of fine gold (280 grains) could be coined into 35 dollars 
compared with 20.67 dollars before the devaluation. This was a 69.3 percent 
increase in the number of dollars that could be minted from a given quantity 
of the metal.” At the same time the Secretary of the Treasury issued regula- 
tions governing the use of gold and announced that he would buy and sell gold 
at $35 per ounce subject to a one-fourth of 1 percent handling charge. 

Although the Silver Purchase Act of June 19, 1934 (48 Stat. 1178), did not 
bear directly on the status of the standard gold dollar, it was a significant part 


* The Govermment’s profit through acquisition of the Nation’s monetary gold (most of 
which was obtained at the rate of $20.67 per ounce and all of which was revalued at $35 
per ounce) was approximately $2.8 billion. Of this amount, $2 billion was used to establish 
a stabilization fund to support the dollar in international exchange, 645 million was used 
to retire national-bank notes, and the remainder was applied to other purposes. 

** That is, the gold content of the new dollar was 59.06 percent of the old. The weight of 
the gold dollar was thus changed from 23.22 to 13.714+ grains of pure gold, or from 25.8 
to 1554; grains of standard gold 0.900 fine. 

”The expectation that devaluation would cause an increase in exports, a decrease in 
imports, and a rise in the domestic price level was not realized. Imports actually increased 
more than exports in the next several years; and the price level did not rise to correspond 
with the cheapening of the dollar. 
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of the monetary legislation of the period in much the same way as other meas- 
ures that sought to increase the amount of irredeemable currency in circulation.” 
The act directed the Secretary of the Treasury to buy silver at prices set by 
him until the amount of silver in the Treasury was equal in value to one-fourth 
of the total value of all gold and silver held by it, or until the price of pure 
silver rose to $1.2929 per ounce. Subsequent legislation extended this subsidi- 
zation of silver, but a comparatively small part of the amount designated by 
law was acquired. 

In the period March 6, 1933, to January 31, 1934, two distinct changes were 
made in the United States monetary system: (1) The suspension of specie 
payments, whereby the currency could no longer be freely exchanged for gold, 
removed the Nation from the gold standard, and (2) the devaluation of the 
dollar reduced its gold content by 40.94 percent. The status of the standard 
monetary unit with respect to both these changes during that period can be sum- 
marized as follows: 

March 6 to October 25, 1933—Suspension and the natural depreciation of an 
inconvertible currency. 

October 25, 1933, to January 16, 1984—-Suspension and enforced depreciation 
of the currency. 

January 16 to January 381, 1934—Suspension without further enforced 
depreciation. 

January 31, 1934—Devaluation. 


THE GOLD CLAUSE DECISIONS 


On February 18, 1935, three decisions of the Supreme Court determined the 
constitutionality of the Joint Resolution of June 5, 1933, whereby the gold 
clauses in many public and private obligations had been abrogated. 

The first decision concerned two cases arising out of certain railroad bonds 
which specified payment in gold dollars of a certain weight and fineness. In a 
five-to-four division of the Court it held that the clauses in question interfered 
with the constitutional authority of Congress to regulate the value of money 
The majority opinion stated: ‘The contention that these gold clauses are valid 
contracts and cannot be struck down proceeds upon the assumption that private 
parties, and States and municipalities, may make and enforce contracts which 
may limit that authority.” (Norman vy. Baltimore & Ohio Railroad; and United 
States et al. v. Bankers Trust Co. et al. Trustees, 294 U. S., 240). 

The second decision (Nortz v. United States, 294 U. S., 317), was upon an action 
for damages against the United States by an individual who had been in pos- 
session of gold certificates at the time they were called in by the Government. 
The plaintiff asserted that the market price of gold on the date that he had pre- 
sented the certificates for payment (January 17, 1984) made the gold repre 
sented by the certificates more valuable than the currency received for them 
By a five-to-four decision the Court denied the claim. The gist of the majority 
opinion was that a gold certificate is not a warehouse receipt or a contract for 
a certain amount of gold as a commodity, but is currency; that Congress has 
complete authority over the currency system, including authority to provide 
that all gold bullion, coin, and certificates shall be taken over by the Government ; 
and that the plaintiff did not suffer actual loss, for if gold had been paid to him 
he would have had to surrender it to the Treasury; and that, furthermore, a 
free market for gold did not exist at the time. 

In the third decision (Perry v. United States, 294 U. S., 330) the Court deter- 
mined the constitutionality of the Joint Resolution with respect to the gold clause 
in obligations of the United States Government. The owner of a $10,000 Liberty 
Bond, which had been called for redemption with payment at its face value in 
currency tendered by the Government, sought damages in the amount of $16,931.25 
on the grounds that he had been deprived of property without due process of 
law. In a unanimous opinion the Court held that the gold clause was binding 
upon the Government and that legislation abrogating it was unconstitutional. 
It stated: “There is a clear distinction between the power of the Congress to 
control or interdict the contracts of private parties when they interfere with the 
exercise of its constitutional authority and the power of Congress to alter or 
repudiate the substance of its own engagements when it has borrowed money 





* Silver certificates issued against silver held in the Treasury are convertible into silver 
dollars ; but neither the certificatees nor the silver dollars can be exchanged for gold. 
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under the authority which the Constitution confers.” No damages were allowed, 
however, because the plaintiff did not show definite loss in relation to buying 
power. 

For a period of 6 months after August 27, 1935, Congress permitted suits 
against the Government in the United States Court of Claims. Claimants, how- 
ever, could not prove damages in terms of purchasing power, for up until that 
time no substantial rise in prices had occurred. 

Other, later decisions of the Supreme Court upheld the constitutionality of the 
Joint Resolution of June 5, 1933. In Holyoke Water Power Company v. Ameri- 
can Writing Paper Company (300 U. S., 324), decided March 1, 1937, the Court 
held that under a contract calling for rental payments in gold of a specified 
weight and fineness or its equivalent in currency the lessee’s obligation “was for 
the payment of money, and not for the delivery of gold as upon sale of a com- 
modity.” In Guaranty Trust Company, Trustee v. Henwood, Trustee, et al, (307 
U. S. 247), decided May 22, 1939, the Court held that bonds originally issued in 
the United States but payable at the option of the holder abroad in a specified 
amount of a foreign currency based on a formed exchange equivalent ‘‘are domes- 
tic obligations, to be interpreted and enforced according to the law of this coun- 
try * * * (and) are payable dollar for dollar in present legal tender.” In 
Bethlehem Steel Company v. Zurich General Accident & Liability Insurance Com- 
pany (307 U. S., 265), decided May 22, 1939, the Court held that bonds of an 
American corporation sold in the United States, payable at the option of the 
holder in a fixed amount of foreign currency, but purchased by foreign companies 
after the effective date of the Joint Resolution, were subject to the Resolution 
and “payable dollar for dollar in United States legal tender.” 


TIIE PRESENT STATUS OF THE STANDARD MONETARY UNIT OF THE UNITED STATES 


tv the Gold Reserve Act of January 30, 1934, and the measures taken to imple- 
ment it. a new legal monetary unit was established for the United States, and the 
Nation was provided with “a currency system of a type substantially different 
from any ever before known throughout the world’s monetary history.”" The 
coinage of gold, the circulation of gold and gold certificates within the United 
States, the free redemption of currency in gold, and dealing in or holding gold ex- 
cept under license by the Treasury are forbidden. The Treasury, however, is 
empowered to buy and sell gold and to make gold bullion available, under license, 
for settling international balances. As the act forbade further coinage of gold 
and directed that all gold coin be melted into bars, the required security for gold 
certificates, United States notes, and Treasury notes of 1890 is bullion instead of 
coin. Gold certificates are the final reserves of the Federal Reserve banks; and 
the Federal Reserve notes are redeemable only in “lawful money” ™ rather than 
gold. 

The power of the President to vary the gold content of the dollar within a 
range of 50 to GO percent of its former weight expired on July 1, 1943. Never- 
theless, the Gold Reserve Act of 1934, in section 8, still permits the Secretary of 
the Treasury, with the President’s approval—and in Section 9 without his ap- 
proval—to alter the price of gold. Legally, it may be held that these sections of 
the Gold Reserve Act have been repealed by the Bretton Woods Participation Act 
of July 31, 1945 (59 Stat. 512), which sets forth the terms for United States 
participation in the International Bank for Reconstruction and Development 
and the International Monetary Fund. In that act (sec. 5) provision is made 
that “Unless Coneress by law authorizes such action, neither the President nor 
any person or agency shall on behalf of the United States * * * propose or agree 
to any change in the par value of the United States dollar * * * or approve any 
general change in par values * * ** 

For 20 years the United States standard gold dollar or monetary unit has been 
one thirty-fifth of an ounce of fine gold. The Nation and, in fact, the world 
have become adjusted to a dollar of that weight. The reduction in the dollar’s 


“Edwin Walter Kemmerer, Gold and the Gold Standard (McGraw-Hill Book Co., Inc., 
New York, 1944), pp. 128-129 

“= Prior to the act of June 12, 1945 (59 Stat. 237). all currency and coin except Federal 
Reserve notes was lawful for reserves against deposits in Federal Reserve banks, but only 
cold certificates were lawful as reserves against Federal Reserve notes. That enactment 
made gold certificates the only lawful money for reserves against Federal Reserve notes 
and deposits. Yet gold certificates cannot be used to redeem Federal Reserve notes or pay 
depositors at the Federal Reserve banks! Foreign central banks can, however, convert 
their Federal Reserve notes and deposits into gold. 
' ee art. IV, sees. 5 and 7, and art. XX, sec. 4, of the articles of agreement of the 
und, 
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gold content from approximately %, of an ounce to 145 being long an 
accomplished fact, whatever inequities or injustices were wrought by 
the change they cannot now be corrected by a return to the former, heavier, 
gold dollar. Such a change would cause other and great inequalities, create 
serious maladjustments domestically and abroad, and make impossible—at least 
for years to come—a return to the gold standard by the United States and by 
other nations. 

Under prevailing laws all forms of United States currency and coin are full 
legal tender. The only “lawful money”, however, that can serve as reserves 
against Federal Reserve notes and deposits is gold certificates, and they are pro- 
hibited from being paid out. 

No simple term can define or classify the present monetary standard of the 
United States. By oversimplifying, it can be said that it is, domestically, an 
irredeemable paper standard and, internationally, a restricted gold bullion 
standard. Americans and individual foreigners cannot convert United States 
currency into gold; foreign governments and central banks can. Although all 
United States currency is secured by a large gold reserve, this domestically 
irredeemable restricted international gold bullion standard is not a true gold 
standard for it lacks certain essential characteristics of that standard. 


LEGAL MEASURES NECESSARY TO REMOVE INCONSISTENCIES AND TO RESTORE THE FULL 
GOLD STANDARD 


Although present laws and regulations concerning the standard monetary unit 
and the monetary system * of the United States are elaborate, complex, and in 
some respects conflicting, we are, nevertheless, on an irredeemable currency 
domestically “ and in our international relations except when foreign central 
banks are involved. The legislation necessary to correct this situation is de- 
scribed below. 

A full gold standard meets the following requirements : 

1. The country’s standard monetary unit is a fixed amount of gold; 

2. All domestic currency and coin are freely exchangeable at face value 
for gold, which the individual is then free to use as he chooses ; 

5. There is no limit on the amount of gold that may be brought to the 
mint for coinage; 

4. Gold is full legal tender in payment of all obligations; and 

5. There is no restriction on the import or export of gold. 

The first of these requirements is already met. Legislation restoring the gold 
standard would merely reaffirm the established weight of the gold dollar at 
15%, grains of pure gold ($35 per fine ounce). As a precaution, because of 
possible confusion or conflict in previous legislation—especially with regard to 
the power of the Secretary of the Treasury to vary the price of gold “—any 
authority whatever that may remain to any person or agency to alter the weight 
or iineness of the gold dollar or to change the price of gold should be rescinded. 

The second requirement would be met by the simple provision that “any legal 
currency of the United States shall be redeemable in gold coin at the Treasury.” 

The third requirement should be met by a provision in the law that any owner 
f gold may bring it to the mint for coinage. This freedom of coinage should, 
for practical purposes, be subject to reasonable requirements—either set forth in 
the statute or be prescribed by the Secretary of the Treasury—as to the minimum 
amount of gold that may be brought for coinage, the quality of the gold, and the 
charge for coinage. 

The fourth requirement would be met by the statement that “Standard gold 
coin and gold certificates shall be full legal tender.” 

The fifth requirement would be met by the repeal of all authority now granted 
the President and the Secretary of the Treasury to limit or restrict in any way 
the import or export of gold coin, gold bullion, or gold certificates. 


* Such matters as monetization of Government debt, the independence of the Federal 
Reserve System, and silver legislation are also of major importance in considerations that 
aim to provide the best possible currency and credit system But the soundness and 
stability of the basic monetary unit—the standard dollar—is the primary requirement, the 
sine qua non, without which a system of currency and credit, however perfect it may other 
wise be, is fundamentally weak and unsound 

* In the light of experience, the gold stock of the United States is more than ample to 
support redemption at the statutory rate of $35 per fine ounce of gold. 

* As illustrated by the discussion above of the legal status of the relevant provisions 
in the Gold Reserve Act of 1934 as they appear to have been repealed by the Bretton Woods 


2 


Participation Act of July 31, 1945. 
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Finally, legislation to restore the gold standard should repeal all other laws 
or parts of laws that are inconsistent with the purpose and provisions of the new 
enactment. 

The Bridges-Reece bill (S. 2332; H. R. 6230) can easily be made to meet these 
requirements. 


SUPPLEMENT R 
A SIMPLIFIED ExpLANATION OF THE MONEY-CREDIT SYSTEM 


WHY ARE MONEY AND CREDIT SO IMPORTANT? 


The economic activities within a modern industrial society are so numerous 
and so complex that comprehensive analysis of them requires the same painstak- 
ing devotion to the task that characterizes scientists in other fields. Few 
citizens can thus spend their lives, yet every citizen must solve his own economic 
problems as best he can and in addition has the right to vote on public economic 
questions. Consequently, an understanding of certain fundamental economic 
relationships is essential for every man who desires both to protect his own 
future and to vote wisely on questions affecting the future of the United States. 

In the paragraphs that follow we sketch in bold strokes a simplified picture 
of economic activity in a modern industrial society. No-attempt is made to 
analyze in detail the multitude of activities that result in the production and 
distribution of the goods and services people want. We present only a general 
view and focus attention on only a few of the more significant relationships. 

A man from Mars with X-ray eyes who could see all the economic activities 
underway in the United States might describe what he saw somewhat as follows: 

Millions of people are taking raw materials found on or comparatively near 
the surface of the earth or from the oceans and are passing these materials 
along to others. Some are taking fish from the sea, others trees from the forests, 
others grain from the fields, and others cattle from the open ranges. In a be- 
wildering variety of ways these things found in their natural state or cultivated 
by man are extracted or harvested or otherwise taken from their place in nature 
and passed along to others. 

Sometimes the raw materials are altered in form or substance as well as in 
place and time before they are passed along. In nearly all instances, however, the 
first man to handle these items rarely prepared them for human consumption. 
Unlike their primitive forebears, few men in a modern industrial society both 
take raw material from nature and prepare it for final use. 

For the most part, the raw materials are passed along to millions of other men 
who labor in refineries, factories, mills, and finishing plants of almost limitless 
variety. Some of the original materials pass through several stages as the semi- 
finished output of one industry becomes the raw material for another until the 
final result is a product ready for use. 

And after the goods have been prepared for use they are passed along to 
others, sometimes to jobbers or wholesalers, subsequently to retailers in most 
instances, but also in some instances directly to users. Finally, the goods reach 
millions of others who eat some of the items, wear others, live in others, ride in 
others, and in a number of other ways, consume the numerous products and ulti- 
mately discard them, thus returning them to or near the surface of the earth or 
the sea from whence they came. 

The observer from Mars would note that the multitude of transactions as ma- 
terials in various stages of production are passed along involve successive sales 
from the point of view of those giving up the goods, or purchases from the 
point of view of those acquiring the goods. Each such transaction would be 
both a sale and a purchase. What does such a transaction involve? 

Clearly the end result of the process is that the many participants effect an 
exchange of the items they produce for the items they wish to consume. More- 
over, millions of other individuals who do not participate in the manufacture, 
storage, and distribution of goods obtain some of them by offering their services 
in exchange. However, few of the transactions involve barter, the exchange 
of some goods directly for other goods or services; nearly all of the enormous 
number of exchanges in a Nation like the United States involve not barter but 
the use of a purchasing medium. 

If we assume that our observer from Mars with X-ray eyes can see into the 
account books of business and the banks and into the budgets or checkbooks of 
ae as well as their pockets, he might describe the situation further as 
OLLOWS : 
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Many millions engaged in the processes of production and distribution receive 
weekly or monthly wages in the form of transferable purchasing media. These 
may be in the form of paper currency and coins or in the form of checks that 
the recipients have their banks add to their own checking accounts (demand 
deposits). Lvidently these are claims on current production; that is, these pur- 
chasing media can be used to buy goods and services. In fact, it is by the use 
of such purchasing media that the innumerable exchanges are effected. 

Now what are the principal characteristics that such an exchange or purchas- 
ing medium must have? The answer can readily be outlined merely by observ- 
ing what functions it serves. 

Evidently the purchasing medium must be or must represent some kind of com- 
mon denominator. If the individuals producing automobiles received claims on 
automobiles and the individuals producing wheat received claims on wheat (so 
many bushels of a certain kind and specified quality), the subsequent exchange 
processes would have nearly all the disadvantages of barter. Such claims would 
not be the general (rather than specific) purchasing media used in modern 
industrial society. 

The only practicable common denominator thus far discovered is a particular 
product. Presumably, any one of the innumerable items produced might be used 
as a common denominator in terms of which the exchange values of all other 
items could be stated. Once such a common denominator is agreed upon, tacitly 
or otherwise, claims on specific amounts and qualities of that common denom- 
inator also can be used as exchange media. 

Once such a common denominator of value has been selected, it or claims on 
it are readily accepted by each producer in exchange for what he produces, be- 
cause he knows that every other producer or offerer of goods and services in the 
market place will sell his goods or services for the common denominator or 
claims to specific amounts of it. This widespread acceptance as the common 
denominator of exchange values thus is essential if such a purchasing medium is 
to be satisfactory. 

But widespread acceptance alone is not enough to make a satisfactory pur- 
chasing medium. Exchange transactions are greatly facilitated when the 
acceptable common denominator is also standardized as to amount and quality. 
For example, silver has at some times and places been used as a purchasing 
medium. But silver is produced in an infinite variety of degrees of purity. More- 
over, the removal of all traceable impurities is exceedingly laborious. Silver, 
like many other goods, also can readily be made available in different quantities 
also of virtually infinite variety from pieces too small to be seen with the naked 
eye to blocks weighing several tons. 

Men long ago found that a unit amount of the common-denominator product, 
standardized as to quantity and quality, greatly facilitated the counting or valu- 
ing process. Then for the more elaborate description, “one ounce of silver nine- 
tenths fine (or pure)” men could substitute in all their accounts the simple 
symbol “$1.00” or the word “dollar” and, if a merchant received some silver in 
exchange for a table, instead of recording in his books that he had received “two 
pounds and three ounces of silver,”’ he could use the shorthand symbol “$35.00.” 
In England where silver was for long thus used, they did not even trouble to 
devise a new word for the exchange unit, but called it a “pound,” meaning one 
pound by weight of refined silver. 

Our guest from Mars who surveyed the American scene would find that silver 
was once our common-denominator commodity but that we changed long ago 
to gold. Although “dollar” once meant a specific amount of refined silver, the 
definition was changed in 1849 so that “dollar” from then on was also the short 
name for a specified amount of gold, nine-tenths fine: and in 1873 the gold dollar 
was substituted for the silver dollar as the standard unit in the United States. 
Thus we find that in addition to being widely acceptable as a common denominator 
of values, the exchange or purchasing medium should be standardized as to 
quantity and quality in the interests of efficient record keeping as well as to 
facilitate the bargaining processes incidental to numerous exchange transactions. 
Obviously, the work of detailed specification is greatly reduced when only the 
item bought or sold need be specified in detail and the purchasing medium can 
be taken for granted. 

If our observer froin Mars notes carefully what is going on, he will find that 
many of the millions who receive purchasing media in one form or another do 
not immediately exchange them for goods to be consumed. By depositing some 
of their purchasing media in savings banks, buying bonds or other securities, 
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paying life-insurance premiums, or otherwise they save and invest. Thus they 
carry out plans to have funds available for consumption goods at a later date. 

In the meantime, of course, the purchasing media thus transferred to savings 
banks, life-insurance companies, and others are used to buy goods in the markets, 
ordinarily those called “capital goods,” which are the new items of plant and 
equipment needed by industry and others. 

But we are concerned with another aspect of the problem here. Presumably, 
those who save and invest as well as those who enter into humerous contracts 
of various kinds that extend over more or less prolonged periods want the pur- 
chasing media that are returned to them later to have the same or nearly the 
same value as the purchasing media they save and invest or lend. That is, the 
value of the common denominator of values used should be relatively stable 
over long periods. 

Economists have long described these desirable characteristics of money as 
follows: 

1. A medium of exchange 

2. A standard of exchange value 

3. A store of value 
Of course, for any commodity to serve as a store of value, it must be virtually 
imperishable; that is, it must not rust, rot, or decay. In order that millions 
of standardized units may be readily available, it must be easily refined and 
coined or otherwise manufactured in standard units or multiples thereof. In 
order that it may serve as a medium of exchange, it must be convenient and 
widely acceptable for that purpose. 

The observer from Mars today might not realize at first that the characteristics 
mentioned above are all so important, however. He would find that here in the 
United States claims for the standard unit have superseded it in circulation. 
Checks and paper currency are used in nearly all the exchange transactions to- 
day. These transferable claims for various amounts of the basic money can 
be handled more efficiently than the coins or bar metal can be transferred from 
one holder to another. 

As anyone can readily see, once claims, that is, pieces of paper or paper records, 
are substituted for the basic money in most exchanges, the risk of counterfeiting 
increases greatly. Moreover, a new risk arises, the risk that paper currency 
and other claims will be legally issued or created far in excess of any reasonable 
relationship to the basic money or to the value of current production. We shall 
discuss this aspect of the problem in greater detail later. 

For the time being, we wish only to emphasize that the records of nearly all 
exchange transactions are reflected in the accounts of those who specialize in 
handling the transferable claims to the basic money. These are the banks, whose 
extensions of credit (creation of claims) and crediting and debiting of checking 
acecounts constitute a major part of the process. 

Even if the purchasing media in use, the currency and checking accounts, had 
no effect on buying and selling activities, the record would be important as a clue 
to the course of economic activities in general. But the record is seen to be of 
even greater importance when one realizes that the amount of purchasing media 
frequently is increased without reference to the actual exchanges to be performed 
and sometimes is decreased with a similar disregard of the job to be done. Under 
such circumstances, the money-credit system becomes not the innocuous means 
of facilitating exchanges but an “engine of inflation” or of deflation as the case 
may be. 

These are the reasons why at least an elementary understanding of the money- 
credit system is essential for anyone who hopes to safeguard his own economic 
future or that of the Nation. The paths of history are strewn with the economic 
wreckage of families and nations whose individual members, in spite of many 
excellent qualities, were too indifferent or too “dumb” to seek an understanding of 
money and credit before the wrecking crew of fiat-money managers had done 
their work. 


FUNCTIONING OF THE MONEY-CREDIT SYSTEM IN THE UNITED STATES 


Introduction 

Since the days of the earliest monetary economists, discussion of money-credit 
problems has been hampered by the many different uses of the same word. As 
banking systems have evolved and modern industrial societies have tremen- 
dously multiplied the number and types of exchanges, early descriptions have 
become inadequate and later reports on the monetary (and credit) facts of 
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economic life have become corerspondingly complex as well as burdened with 
additional difficulties of definition. 

The net result is that finding even two economists today who will agree on an 
overall report on the money-credit facts of life as they are found here in the 
United States, including complete agreement on the word symbols used, is diffi- 
cult, perhaps impossible. Laymen who consult economists on this subject soon 
discover that the doctors disagree ; and we all know who prescribes in that event. 
Any plausible proponent of a pleasing panacea gains a hearing; and, if he has 
the persuasive tongue of a John Law, gains an impressive, perhaps even a 
politically dominant following. 

The purpose of this brief chapter is to present an outline report on the money- 
credit system of the United States as it is today. 

Functioning of the money-credit system 

No attempt is made here to discuss either the technical details of banking 
operations or the intricacies of Government monetary and fiscal procedures. We 
are concerned herein only with the simple functioning of the money-credit system. 
The essential features can be seen more readily by observing first the exchange 
operations of simpler societies than ours. 

One can readily imagine that in a primitive society where most families pro- 
duced much of the goods and services they consumed the percentage of goods 
exchanged in the market places would be small. Such a society, if it were 
beyond the stage of simple barter and were using gold as an exchange medium, 
might readily effect its few exchanges by the direct use of gold coins or gold 
by weight in connection with each transaction. 

A society somewhat more advanced in the scale of industrial progress might 
effect some of its more numerous exchanges by transfers of gold (coins or by 
weight) and effect other exchanges by direct barter of some goods produced for 
other goods. In numerous instances, the sellers of shoes would want wheat 
and the sellers of wheat would want shoes. Neither would personally have any 
need for gold in connection with such transactions as long as direct barter could 
conveniently be arranged. 

However, in many instances sellers of wheat would find more convenient an 
exchange of their wheat for gold and subsequent exchange of the gold for articles 
desired. Some sellers might want gold to hold indefinitely for future purchases ; 
some buyers might prefer to spend gold previously accumulated. Thus we 
readily see that in such a society there would be numerous exchanges involving 
gold with the result that market prices of other goods could be expressed in 
terms of gold (subject of course to fluctuations). No doubt, many of the direct 
exchanges, as of shoes for wheat, would be facilitated by the fact that both 
buyer and seller would be able to express market prices of other goods in terms 
of a gold exchange unit (shall we say ducats) ; thus they would have a common 
denominator of exchange ratios that enabled them more readily to agree on the 
ratio at which they would exchange wheat for shoes. The haggling in the 
markets can be seen at first hand in primitive markets all over the world today. 
And haggling similar in principle but on a far more elaborate and precisely 
organized scale can be seen in all the leading markets for commodities and 
commodity futures throughout the world. 

In the society just discussed, a producer of wheat (for example), a Mr. A, 
might be one of many who had no need for gold at a particular time. He might 
prefer to exchange his wheat directly for other goods desired. However, carry- 
ing wheat from one shop to another would be a laborious process. We therefore 
introduce in this society a grain elevator and its owner Mr. B. The producer of 
wheat then leaves his load of grain with Mr. B, where the wheat is available in 
the market place, and accepts from Mr. B a receipt for each of the six bushels 
reading as follows: 

“This receipt entitles the bearer to one bushel of wheat at Mr. B’s 
elevator. 
“signed by Mr. B.*” 

The producer of wheat then can effect his purchases by offering the receipts 
in exchange for the shoes, meat, and other commodities he may desire. 





1Mr. B might issue only five such receipts to Mr. A and retain one bushel of wheat in 
payment for his services. For purposes of explanation, this complication is not necessary. 
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The trader in gold in the simple society likewise conceives the notion that 
those who are selling or buying gold also might prefer the more convenient 
exchangeable receipts for gold, and issues receipts worded as follows: 


“This is to certify that the bearer is entitled to one gold ducat now on de- 


posit in my possession. 
“signed by Mr. C’ 


As this rather primitive society becomes more industralized, Mr. C becomes a 
specialist in exchangeable receipts (a banker). He conceives the notion of 
simplifying the exchange processes by issuing certificates for Mr. B in place of 
Mr. B's receipts to Mr. A. In return for Mr. B’s promissory note, Mr. C issues 
the following certificate to Mr. A: 


“This is to certify that Mr. A has delivered to Mr. B one bushel of wheat, 
that one ducat is to be paid by Mr. B to Mr. C within 30 days, and there- 
after one ducat will be paid by Mr. C to bearer on demand.” 


Mr. A uses these exchangeable receipts for his purchases of other goods and 
services, 

Later, after Mr. C has found that Mr. B habitually reports accurately what 
he has received from Mr. A and that Mr. B habitually pays within 30 days, 
Mr. C accepts Mr. B's promissory note and issues exchangeable certificates to 
Mr. B in the following form in order to pay Mr. A: 


“This is to certify that Mr. B has received and offered on the market one 
bushel of wheat and one ducat is payable by me on demand. 
“Signed by Mr. C” 


Mr. © expected that, within the 30- or 60-day period specified in the note, 
Mr. Is would receive either ducats or similar exchangeable certificates from the 
sale of the wheat so that ducats or their equivalent in ducats’ worth of certifi- 
eates would be paid to him. 

Finally, the banker further simplifies the process by deleting from the ex- 
changeable certificates all reference to the commercial transaction involved. 
Then the certificate issued in exchange for B’s promissory note would read as 
follows: 


“This is to certify that the bearer is entitled to one ducat payable by me 
on demand. 
“signed by Mr. C” 


As long as all concerned are willing to accept at face value the banker’s 
(Mr. C’s) promise to pay on demand, the banker will not be required to pay 
out any actual ducats (gold coins) at all. From time to time, some holders of 
the bank’s certificates may prefer actual ducats, but they are readily accom- 
modated. 

Note also that, even if all concerned desire actual ducats for their ducats’ 
worth of certificates, the banker has no difficulty. He simply calls in his loans. 
Within a short period those who borrowed are eagerly seeking to obtain the ex- 
changeable certificates in order to repay their borruwings. As long as the 
banker limits the creation of exchangeable certificates to those that represent 
current exchange values of goods coming to market and gold, all the loans are 
automatically self-liquidating : the process is in fact sound commercial banking, 

Because we in the United States are accustomed to legal reserve ratios, some 
readers may ask whether there is a limit to the banker’s operations, whether 
he should restrict the exchangeable certificates (bank-note currency) to some 
definite multiple of the gold held by the bank. There is no need to be con- 
cerned about this aspect of the problem. The total ducats’ worth of exchange- 
able certificates will depend on the exchanges to be made in the market place. 
If most of them are, in effect, exchanges of some types of goods for other types 
of goods, that is, if most buyers are offering goods rather than gold in exchange 
for what they wish to buy, and if most sellers want other goods rather than 
gold for what they have to sell, only a small portion of all the exchanges will 
involve transfers of gold. In that event, the total amount of exchangeable 
certificates issued may be very large in relation to the gold in the banking sys- 
tem. For decades, the commercial banks of England operated in this way. 
Why, then, has a fixed legal reserve ratio become customary in the United 
States? 

In order to understand both what has happened in this country and the actual 
situation now existing, we return to consideration of the society last described. 
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The commercial banker has been functioning in the proper manner by creating 
convenient purchasing media (paper certificates) that, in effect, represent the 
gold in the bank and the goods produced and en route to or in the markets. 


Inflation 


A Mr. ID comes to the banker and offers his note for 100 ducats payable in 1 
vear and secured by a mortgage on his valuable house. The banker considers 
the house excellent security for the loan and creates and issues to Mr. D ex- 
change certificates (bank-note currency) as requested. Then Mr. D goes to the 
market and buys the goods that he desired. Is there some vital difference in 
this transaction from those previously described? 

Note that Mr. D’s house is not being offered on the market simultaneously with 
the creation and use of the additional purchasing media. Unlike the situation 
when manufacturers and other producers borrow for commercial purposes, no 
goods are being offered on the supply side of the market in this instance. There- 
fore, when Mr. D tries to buy goods that are in the market, there will be more 
purchasing media offered for goods than there are goods, and prices inevitably 
will rise. The exchanze values formerly existing will be disrupted. Until Mr. 
D finally repays the loan, thereby withdrawing purchasing media from circula- 
tion and returning it to the bank, the excess or, as we should call it, inflationary 
purchasing media, remain in circulation as successive possessors use it to buy 
goods. Thus the inflationary effects gradually spread throughout the markets 
for all goods. 

For some reason the government of this society decides to spend more than it 
is receiving in taxes, perhaps because a war has begun or perhaps merely be- 
cause the government chooses to build some pyramids. Government bonds are 
printed and delivered to the banker with the request that he lend to the govern- 
ment by giving in exchange for the bonds some newly created bank-note currency. 
In the belief that the loan (or investment) is sound, or perhaps because he dare 
not refuse, the banker complies with the request. The bonds are placed in the 
bank’s vaults, and the government spends the funds thus placed at its disposal. 

As in the case of Mr. D. who borrowed on a mortgage, the government has 
produced no goods and is sending none to market. Therefore, when the newly 
created purchasing media are spent by the government there comes itno the 
market additional demand for goods. With no more goods on the supply side 
but much more purchasing media on the demand side, prices inevitably rise. 
Again, we should say that the inflationary process itself was the creation and 
issue of purchasing media that did not represent either gold or goods produced 
and en route to market.’ 

As banking has developed in the United States, commercial banking and 
savings banking have become inextricably confused. American bankers usually 
accept deposits of savings to be invested, that is, they accept purchasing media 
that the owner does not wish to spend (either for consumption or for invest- 
ments directly), and invest the funds for the benefit of the time or savings 
depositors concerned.” When acting in that capacity, bankers are justified in 
using such purchasing media to lend on mortgages (a form of investment) or 
to purchase government bonds, or for other investments. Then the purchasing 
media that the borrowers receive are not newly created and in addition to the 
purchasing media previously created to represent gold or goods in the market; 
but they are a portion of the purchasing media previously created that do 
represent gold or goods. When those purchasing media are spent in the markets 
by the borrower (or by the government), they are simply part of the purchasing 
media already balanced by gold or goods in the markets. Therefore, the ex- 
change values are not disrupted. 

But American bankers, for the most part, never learned what commercial 
banking was. Time and again in the Nation's history, the supposedly com- 
mercial banks have created purchasing media for borrowers speculating in west- 





2 We remind readers that the significant point is whether or not the newly created pur 
chasing media constituting effective demand are balanced on the supply side by additional 
goods in or coming to the markets. The question is not whether the security for the loan 

vas something tangible like a house or something intangible like a government's promise 
to pay at some future date (a bond), but whether the new purchasing media do or do not 
represent gold or goods in the markets. ? 3 

3 Readers should note that time or savings deposits are simply the banks’ record of pur 
chasing media that were first received by the banks and subsequently invested (spent for 
certain types of assets). The time or savings deposits accounts are a means of recording 
the names of the original savers and the extent of the beneficial interest of each depositor 
in the investments acquired by the bank. 
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ern lands, railroads, Florida lots, common stocks in general, etc. Congress has 
sought to limit the successive inflations by establishing legal reserve require- 
ments; that is, by limiting the amount of purchasing media the banks could 
create as a multiple of the gold held. This crude, rule-of-thumb method of con- 
trolling the bankers has worked, after a fashion, in that it has shortened the 
credit “rope.” Great and irreparable disaster has been averted at the cost of 
pumerous small and some serious disasters that have occurred when legal ex- 
pansion limits were reached and contraction became necessary. For a banking 
system whose managers have not understood sound commercial banking, there 
apparently is no other way to prevent the periodic destruction of the entire 
system. Hence legal reserve requirements. 


Deflation 

Returning to Mr. D, readers will recall that the inflation occurs until Mr. 
Mr. D finally repays the loan, thereby withdrawing certificates from circulation 
and returning them to the bank. At the time that, or during the period that, 
Mr. D repays the loan a deflation comparable to the inflation brought about by the 
loan occurs, That is, the excess inflationary purchasing media created by the 
loan are withdrawn from circulation. 

If this type of loan was being made and repaid at a rate that kept the out- 
standing amount of these loans constant relative to total purchasing media, there 
would be no further inflation during that period. If the amount outstanding 
decreased (relative to total purchasing media), there would be deflation. 


The situation today 

Only one additional simple step need be understood by readers in order for 
them to see the money-credit situation as it is today in the United States. Here- 
tofore, we have discussed purchasing media as though bank-note currency and 
currency representing gold made up the total. Now a bank note is a banker's 
promise to pay on demand, a demand liability; and demand deposits or checking 
accounts are the same type of demand liability. We might say that checking 
accounts, in effect, are bank-note currency converted into a form such that the 
owner can make them any denomination he pleases by writing a check. Some- 
times a borrower would prefer to have an addition to his checking account 
rather than the bank-note currency in his hands or pocket. Similarly, the de- 
positor of gold may prefer to have it credited to his checking account or demand 
deposit rather than receive bank notes redeemable on demand. 

Today in the United States, the demand liabilities of the banking system that 
are used as purchasing media largely consist of checking accounts (demand 
deposits) ; but from the viewpoint of an overall understanding of the principles 
and functions involved, we may regard bank-note currency and demand deposits 
(or checking accounts) as essentially the same. Which form any individual or 
business will use in any instance is merely a matter of convenience. * 

The situation as it exists in the United States today (May 1953) is as follows: 

Total purchasing media in circulation, $124,500,000,000, which may be sub- 
divided as follows: 

Representing gold (the money commodity) -—~~-----------_- * $21, 400, 000, 000 
mentesenting Treasury carrency 2.1... en ck 4, 000, 000, 000 
Representing goods in or en route to markets___-_____--____- 31, 000, 000, 000 
Representing mortgages and other tangible investment-type 

wets tr Gee Uli 2 eet ee eters 26, 300, 000, 000 

Representing Government promises to pay (bonds) _~------- 41, 800, 000, 000 


The total purchasing media in use may also be subdivided into two principal 
types: demand deposits adjusted (checking accounts), and currency (plus sub- 
sidiary coinage). As of May 19538, about $27,000,000,000 was available in the 
form of currency and $97,500,000,000 was in the form of checking accounts. As 
most readers know, each of these forms of purchasing media can be exchanged 


* There are various legal and technical differences that need not concern us at this time, 
The more important differences in detail are attributable in large part to ignorance of the 
principles herein discussed. 

® Formerly, some of the purchasing media that represented gold (the gold certificates) 
could readily be recognized, and of course the gold coins in circulation actually were the 
statutory dollars (or multiples of them). Today, however, none of the purchasing media 
in circulation reveal their source: no one can tell by examining it whether a particular 
purchasing medium represents gold, or other goods in or en route to markets, or mortgages, 
or Government bonds. (Minor exceptions need not be discussed here.) 
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for the other at the option of the holder. The relative amounts of each in 
circulation reflect only the customary buying and purchasing habits. 

As will be apparent from the figures given for the various sources of purchas- 
ing media, about half of the purchasing media in circulation today are inflation- 
ary (do not represent either gold or goods in or en route to markets). In other 
words, the total is about double the noninflationary purchasing media. Also of 
interest is the fact that wholesale commodity prices today are almost exactly 
double the long-term trend adjusted for devaluation (see chart on p. 31). 





SUPPLEMENT §S 


Durations of business cycles in the United States, based on standard reference 
dates selected by the National Bureau of Economic Research (1857-1954) 


T ) ic 
Peak Trough Peak Duration 


in months 


June 1857 December 1858 October 1860 40 
October 1860 June 1861 April 1865 54 
April 1865 December 1867_ June 1869 50 
Tune 1869 December 1870 October 1873- 40) 
October 1873 March 1879 March 1882 101 
March 1882 May 1885 March 1887 60 
March 1887. A pril 1888 July 1890 40 
July 1890 May 1891 January 1893 30 
January 1893 June 1894 December 1895 35 
December 1895 June 1897 June 1899 42 
June 1899 December 1900 September 1902 39 
September 1902- August 1904 May 1907 56 
May 1907 June 1908 January 1910 32 
January 1910 January 1912 January 1913 36 
January 1913 December 1914 August 1918 68 
August 1918 April 1919 January 1920- 19 
January 1920 July 1921 May 1923 | 40 
May 1923 July 1924 October 1926- | 4] 
October 1926 November 1927 June 1929 32 
June 1929_- March 1933 May 1937 | 95 
May 1937 Tune 1938 February 1945 92 
February 1945 October 1945... November 1948 45 


November 1948 


October 1949 


July 1953 ! 


57 


1 Estimated by American Institute for Economic Research. 
Source: 
1857-1938, Moore, Geoffrey N., Statistical Indicators of Cyclical Revivals and Recessions, Occasional 
paper 31, National Bureau for Economic Research, Inc., 1950, p. 6. 
1945-19, Sheet provided by National Bureau, 


Senator Bricker. We have Mr. Clair Engle, Member of Congress 
from California. He gave his time the other day to a gentleman from 
California. Do you wish to make a statement for the record or submit 
it now ? 


STATEMENT OF CLAIR ENGLE, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF CALIFORNIA 


Representative Enere. Mr. Chairman, the other day at my request 
you were kind enough to permit me to yield my time to Mr. Wiser who 
came in late and who otherwise might not have had a chance to appear. 

Due to the lateness of the hour I would ask to submit my statement 
as read together with two amendments which I have drafted and am 
submitting for the consideration of the committee with reference to 
S. 13. One of these amendments deals with precluding the Treasury 
from selling to industrial users. Without that amendment it would 
seem to me that S. 13 would be ineffectual. 

I am the author on the House side of the companion bill H. R. 125, 
and I propose a similar amendment to my own measure. Also I have 
a resolution adopted by the Western Mining Council last November 
relating to this legislation and which they requested be submitted. 
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Senator Bricker. The statement will be made a part of the record, 
along with the bill and the suggested amendments. 
(The material referred to follows :) 


STATEMENT OF CONGRESSMAN CLAIR ENGLE 


Mr. Chairman, my name is Clair Engle, representing the Second Congressional 
District in California. My district comprises the Sierra Nevadas for 600 miles, 
from the Oregon line to and including Death Valley, and all of that famous gold- 
producing area known as the California Mother Lode. 

I am appearing today in support of Senator McCarran’s S. 13, of which I am 
the co-author in the House of Representatives, my bill being H. R. 125. 

I wish to state three specific reasons for my support and authorship of this 
legislation : 

1. The domestic consumption of gold has exceeded the domestic production 
of gold for the past 10 years. The industrial users of gold have each year for 
the past 10 years taken more gold out of the United States Treasury than the 
domestic gold miners have put in. As an illustration, in 1952 the total gold pro- 
duction was $62,800,000 and the domestic industrial uses of new gold was $96,- 
340,000. In other words, the industrial users of gold have been digging into 
the gold reserves in the Treasury in order to supply their commercial operations 
in the making of jewelry and for professional and artistic uses. 

It is our belief that this commercial use of gold should be supplied by the 
domestic producers. This can be accomplished by permitting the gold miners 
to sell their product freely in the open market and by prohibiting the United 
States Treasury from making sales of gold for industrial uses. The American 
gold mining industry is the only industry in this country which has only one 
purchaser—the United States Government—with the purchaser fixing the price 
and threatening to send the producer to jail if he sells his product elsewhere. 
This is not free enterprise in any sense of the word. The passage of S. 18 would 
restore free enterprise to the American gold miner, and save the Treasury the 
loss in gold which is occurring annually in supplying these commercial needs. 

2. The American dollar is overpriced in the overseas markets, working a 
hardship on American export industries and pricing American products out of 
the foreign markets. If we are to save American export trade and improve 
upon it, We must establish a more realistic value of the American dollar in 
terms of foreign currencies. The way to do this is to change and increase the 
value of the gold in terms of dollars. A free market for gold is an intermediate 
step in determining where that price should be pegged. It is a necessary pre- 
liminary to the revaluation of the dollar in terms of gold, which must be done if 
we are to avoid disastrous consequences to American industries trying to com- 
pete in foreign markets. 

3. The free market bill S. 18 does not interfere with the present monetized 
value of gold or our present commitments to the International Monetary Fund. 
Any measure which would directly raise the price of gold (even if the correct 
price could be agreed upon without a free market) would run head-on into our 
present international commitments in the Monetary Fund and perhaps the 
World Bank. In addition, a free market would not alter for the present the 
monetized value of gold, and therefore would circumvent some of the arguments 
made against this legislation by the Treasury Department. It would not eall 
for immediate convertibility of gold at $35, which might bring about a disas- 
trous run on the Treasury gold, in fact not permit it. As a consequence, the 
free market bill is a practical method of arriving at the legitimate price of 
sold in terms of dollars without risking severe shocks to our monetary system, 
and without becoming entangled with our foreign Commitments. 

In summary, then, the free market bill S. 13 is fair to the domestic gold min- 
ing industry and will support and encourage that essentail enterprise by per- 
mitting the domestic miner to supply directly and without interference the 
commercial uses of gold as a commodity. It will lay the foundation for over- 
coming the present overpriced position of the dollar in our export markets, and 
will not affect the present monetized value of gold or run contrary to any com- 
mitments we have in the international field. For all these reasons, I vigorously 
urge your favorable consideration of this legislation to the exclusion of all 
others now pending before this committee. 

In order to completely accomplish the purposes of S. 13, a sentence will have 
to be added which will preclude the Treasury Department from selling gold for 
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industrial uses or openly on the market for the purpose of influencing the open 
market price of gold. The failure to add such an amendment will make the bill 
ineffectual for the purpose for which it is intended. I will draft such a pro- 
posed amendment and submit it for the consideration of the committee and your 
staff. 

I endorse the principles of S. 2514, which seeks to return this country to a 
sounder monetary system, using both gold and silver as monetary reserves. 

By establishing a definite monetary ratio between gold and silver by law 
based on the production ratio between the two metals, it would assure silver a 
more useful role in our monetary system 

This bill would also utilize silver in the settling of international balances. 
Since the end of World War II, we have witnessed the effect of a world gold 
shortage on international trade and economic resuscitation of war-shattered 
economies. Recovery has been slow and this can be attributed partly to the 
extremely low level of monetary gold reserves in England and other countries 
which served to restrict economic expansion and discourage trade and sterling 
convertibility. Had some system been instituted which would have made silver 
acceptable in the settlement of international balances in a definite relationship 
with ‘gold, monetary reserves could have been quickly replenished and trade, 
particularly with India and the Far East, would have been greatly stimulated. 
S$. 2514 would go a long way toward developing greater trade with the under- 
developed areas of the world—those areas where silver plays a larger part in 
the monetary systems—and would to that extent lessen the need for economic 
assistance from this country. 





(H. Rk. 125, 88d Cong., 1st sess. ] 


A BILL To permit the sale of gold within the United States, its Territories and possessions, 
including Alaska, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That, notwithstanding any law or Executive 
order, gold in any form, mined subsequent to the enactment of this Act within 
the United States, its Territories, and possessions, including Alaska, may be 
bought, held, sold, or traded upon the open market within the United States, its 
Territories, and possessions, including Alaska, for any purpose whatsoever, and 
may be exported without the imposition of duties, excise taxes, the requirement 
of licenses, permits, or any restrictions whatsoever. 

Sec. 2. Gold imported into the United States after the effective date of this 
Act may be held, bought, sold, or traded upon the epen market within the United 
States, its Territories, and possessions, including Alaska, for any purpose what- 
soever, and may be exported without the imposition of duties, excise taxes, the 
requirement of licenses, permits, or any restrictions whatsoever. 





PROPOSED AMENDMENTS TO S. 13, SUBMITTED BY CONGRESSMAN ENGLE 


Line 6, following “including Alaska”, add “may be melted, smelted, or other- 
wise treated so as to prepare it to be marketed and”. 

That a new section 3 shall be added: 

“That all gold held or bought by the United States Treasury or Mints or Assay 
Offices after the enactment of this Act shall be construed to be monetary gold 
and none of said gold may be hereafter sold for commercial use or for the arts 
and that no gold hereafter shall be sold by the Treasury or for its account, 
directly or indirectly, in any free gold market in the United States, its Terri- 
tories or possessions, including Alaska, for the purpose of depressing such 
market and thereby lessening the value of gold.” 
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WESTERN MINING COUNCIL, INC. 


An Affiliation of Western Mining Groups Working for the Expansion of Western 
Mining 


RESOLUTION OFFERED BY CONGRESSMAN ENGLE IN Support OF SENATE BILL 13 


“Gold is a commodity and 

“Whereas it has a true value based on demand as governed by the desire of 
persons to own and to hold gold; 

“Whereas the Federal Government has declared it to be illegal for others than 
the Federal Government to own and hold gold and 

“Whereas this is unfair and makes for discrimination against the American 
people: Therefore be it 

“Resolved, That Western Mining Council urges immediate consideration and 
favorable action by Congress to provide for a free market for gold, with the 
full legal right for possession of and free trading in gold by any citizen; be it 


further 
“Resolved, That copies of this resolution be presented to Chairman Bricker 


and members of the Senate Currency and Banking Committee in support of 
Senate bill 13 by Senator Pat McCarran, to Senator McCarran, to Senators Wil- 
liam F. Knowland and Thomas H. Kuchel of California, and that all members 
of Western Mining Council request their support of this good legislation to pro- 
vide a fair and equal treatment on the world market for the gold miners of this 
Nation in the sale of their production. Approval of Senate bill 13 will aid 
rehabilitation of the gold mines of the Western States and Alaska, and can 
help provide a bulwark in the future, which may be of great importance for 
preservation of the financial stability of the Free World.” 
The above is a true copy of resolution unanimously adopted in regular meet- 
ing of members in Santa Cruz, Calif. 
WESTERN MINING CouNcIL, INC., 
WENDELL T. ROBIE, 
Chairman, Public Lands Committee. 
Senator Bricker. Are there hearings being held in the House or 
are you going to have any hearings during this session ? 
Representative Eneir. We haven’t scheduled them yet, Mr. Chair- 
man. We have requested them. I hope after these hearings are 
completed and are printed we may submit these hearings with sup- 
plemental testimony before the House committee. 
Senator Bricker. Thank you very much. 
Representative Enerr. Thank you, Mr. Chairman, I appreciate 
your taking the time to hear me. 
Senator Bricker. Our next witness is Dr. Ralph Martin Samuel. 


STATEMENT OF DR. RALPH M. SAMUEL, WASHINGTON, D. C. 


Dr. Samurv. Mr. Chairman and members of the committee, I 
want to introduce myself. I am Dr. Ralph M. Samuel, a Wash- 
ingtonian, a citizen of these United States. I want to say that I am 
in favor of S. 2332 introduced by Senator Bridges, to go on the gold 
standard because it will prove to be a barrier ‘against further infla- 
tion, protect our savings, pensions, and life insurance policies, and 
enable us to have a more stabilized economy. I am also in favor of 
raising the price of gold for the following reasons: 

We have in the Treasury of the United States as of March 17, 1954, 
627,539,445 ounces of gold, including that at Fort Knox and in the 
mint, which amounts to $21,963,000,000 at $35 an ounce. 

If we raise the price of gold on the basis, I shall say of $17.50 an 
ounce more, the Government would have a profit of $10.981,500,000, 
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This surplus could be used to pay off a portion of our national debt, 
and would save the interest on that amount of money, or it could 
be used for a public works program to help the unemployment 
situation. 

In addition to this, the foreign nations would have increased valua- 
tion in the gold that they possess, which would stimulate trade, and 
also create greater confidence in the monetary system of the world. 

By adoption of the gold standard, and increased valuation, it 
would be an incentive for the gold miners and prospectors to discover 
and open up new mines, to produce larger quantities of gold; also 
to uncover other valuable ores or minerals found in the process. 

It seems feasible that the right procedure to take now would be 
to adjust the price of gold in accordance with out present economic 
structure. This would create more employment and help the economy 
of our country. 

I have been told that if we should go on the gold standard 
would create inflation. I took the trouble to get some statistics from 
the Department of Commerce and the Department of Labor. I would 
like to read these statistics to you: 

In 1934, taking steel as a barometer—they say as steel goes, so does 
the country—steel was selling for 2 cents a pound, finished steel. 
Mind you, 2 years after, 1936, steel was still selling for 2 cents a 
pound. On account of the war, and so forth, steel is now at 5 cents 
a pound, finished steel. 

Beef products in 1934 averaged 1114 cents a pound. In 1936 
averaged 14 cents a pound. In 1954, it averaged 43 cents a pound. 
I am not talking about coffee. We all know about that. These are 
taken from the Department of Labor statistics. 

In 1934, the average weekly wage was $18.40 a week. In 1936, the 
average Wage was $21.78. That is 2 years after the price of gold was 
raised. So it couldn’t have caused inflation. There are 2 years inter- 
vening. In 1954, the average wage is $70.71. 

Getting back to the mining costs, I couldn’t get any statistics fur- 
ther back than 1939. But in 1939 the mines were paying an average 
weekly wage of $28.93. In 1953, the average wage was $92.21, over 
three times what they paid in 1939. You can readily see that has 
stifled production of gold for the simple reason that a great many gold 
mines couldn't stand the pressure. They had to close up. So our 
gold reserves are naturally going down for that particular reason. 

So I should say that by raising the price of gold it will ind the 
Treasury to the extent of paying off a portion ‘of the debt which I 
just mentioned of $10,981,500,000 and saving that much interest. 
Also, if they wanted to use it for unemploy ment, for public works, 
they could do it for that, too. Not only that, this is not a precedent. 
It has yer aa before because just recently, within the last 4 or 5 
months, Secretary Humphrey of the Treasury used a half billion of 
the profit that was made on the gold when the price was changed from 
$20.67 to $35 an ounce. He has recently reduced the debt a half 
billion dollars. 

Gentlemen, I want to thank you for your courtesy. 

Senator Bricker. Thank you very much for coming down. 

Mr. Henrik Hansen has been most patient. 
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STATEMENT OF HENRIK HANSEN, WESTPORT, CONN. 


Mr. Hansen. That is quite all right, Senator. 

Mr. Chairman and members of the committee, in discussing the price 
of gold I shall confine myself to what I consider the most important 
aspects of the problem. 

It is generally agreed that a prerequisite to the resumption of nor- 
mal international trade is sound money. I submit that a return to a 
gold standard alone can give the world sound money. 

There has been a great deal of misconception regarding the role of 
gold in international trade and as a monetary base. It has even been 
suggested that gold has lost much of its prestige. So far from that 
being the case, the events of recent years have emphasized the need of 
a return to the gold standard as offering the only alternative to man- 
aged paper currencies with all their attendant evils, ineluding ex- 
change restrictions and import quotas. 

Unfortunately, the time is not yet ripe for a return to the gold stand- 
ard. At present there is not enough gold outside the United States 
to make the gold standard work. Owing to the doubling of prices and 
the freezing of the gold price at $35 an ounce, it now requires twice as 
much gold as was formerly required to move the same physical volume 
of goods. 

Since it is not possible to double the quantity of monetary gold, the 
only workable alternative is to increase the price of it sufliciently to 
bring it more or less into line with the higher price level. 

According to the latest figures available, the world’s total monetary 
gold, valued at $35 an ounce, amounts to roughly $40 billion. Approx- 
imately $22 billion of this is held by the United States with other 
countries holding a combined total of about $18 billion. 

It should be borne in mind that the value of world trade has in- 
creased from about $45 billion in 1938 to about $158 billion in 1951. 
The greater part of this increase is, of course, due to the higher price 
level. In the light of these figures, it is evident that the gold reserves 
held outside the United States are insufficient to support the present 
flow of world trade. 

In October 1950, the London Times estimated the gold reserve needs 
of the whole world (excepting Russia) at about $70 billion or approxi- 
mately twice the then existing reserves. Since then we had the Korean 
war which has resulted in a still higher price level. It is probable, 
therefore, that this estimate would have to be revised upwards to at 
least $75 billion, or more. An increase from $35 to $70 an ounce would 
double the currency value of existing gold reserves and bring them up 
to the London estimate. Even then some time would elapse before it 
would be possible to accomplish a restoration of the gold standard 
with full convertibility of the leading currencies. 

The situation is complicated by the fact that, due to the conditions 
brought about by the two world wars, the United States has accumu- 
lated more than half of the world’s monetary gold, while the reserves 
of other countries have been correspondingly depleted. Britain’s 
present gold reserve is only $2.2 billion, or 10 percent of the amount 
held by the United States. It is generally agreed that Britain’s present 
reserve is totally inadequate to enable her to return to the gold 
standard. It is estimated that she would require at least three times 
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her present reserve, or about $7 billion before she could safely return 
to the gold standard, with full convertibility of the pound. A 
doubling of the dollar price of gold would raise her present reserve 
to $4.4 billion, which would still “be inadequate. However, the direct 
and indirect benefits accruing to her from this step would probably 
enable her, within a period of 2 or 3 years, to bring her reserve up to 
the required minimum of $7 billion. 

Finally, the restoration of the gold standard is only possible if the 
mining of new gold is m: \intained and, if possible, increased. Here 
again ‘the key to the situation is the price. While the price of gold 
has been maintained at the 1934 level of $35 an ounce, the cost of min- 
ing it has during the last 15 years increased sharply in common with 
the cost of produci ing other things. Between 1938 and 1951 the annual 
world production of gold fell from 32 million ounces to 24 million 
ounces. These figures do not adequately reflect the precarious condi- 
tion of the gold mining industry. During 1952 three of the largest 
gold mines in the Philippines had to close down, due to increased 
costs. Since 1948 the Canadian Government has been subsidizing 
their gold mining industry, in order to prevent the closing down of 
all but a few of Canada’s sixty-odd mines. The South African mines 
received a temporary boost in 1949 when the pound was depreciated 
from $4 to $2.80, which resulted in a higher gold price as expressed in 
South African pounds. But the greatly accelerated increase in work- 
ing costs has wiped out this advantage, and the South African gold 
mines are again facing a critical situation. The profits of a large 
number of mines have been sharply reduced, and many of them have 
been kept going only by mining their best grade ores. Unless the gold 
price is increased, we shall before long “be witnessing a wholesale 
closing down of mines in all gold- producing countries. Only a few 
high-grade mines will be able to continue operations, and their output 
will be but a small fraction of the normal annual production. Even- 
tually, when this small number of mines has been exhausted, gold 
mining will have become a thing of the past. This is no overstate- 
ment. For one thing, there will be little or no prospecting for new 
gold deposits. With gold at $35 an ounce, only exceptionally rich de- 
posits can be profitably exploited, and the chance of finding such de- 
posits is too remote to justify the expense of prospecting “for them. 

The question we have to ask ourselves, before it is too late, is this: 
Are we prepared to abolish gold as a monetary medium and a means 
of conducting international trade? If the answer is “yes,” then we 
shall be permanently embarked upon the uncharted sea of managed 
paper currencies with their exchange restrictions, and other impedi- 
ments of trade. I do not believe our monetary authorities are pre- 
pared to abolish gold; but we are heading that way, and time is run- 
ning out. 

The opponents of a higher gold price argue that it would lead to 
further inflation. This theory is not borne out by the events of recent 
years, during which the purchasing power of the dollar has been cut. 
in half, while the price of gold has remained fixed at $35 an ounce. 

By freezing the price of gold at the prewar level, we have maintained 
the illusion that our dollar has not been devalued, when, in reality, it 
has been devalued in terms of everything except gold. We all know 
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that today our dollar buys only half the amount of goods and services 
it bought 15 years ago, and that is the true measure of its value. 

Indeed, the freezing of the gold price at the prewar level has oe 
a useless gesture, as it has not prevented the inflation of the last 15 
years. The obvious deduction is that the relation of gold to the dollar 
is not the factor that determines prices. It is high time we took the 
mystery out of gold and stopped attributing to it powers which it has 
never possessed. Gold is a medium of payment, the only universally 
accepted medium ; but it is not a regulator of prices. 

There is no mystery about the causes of higher prices. Those of us 
who have been engaged in business during the last 15 years, or who 
have read the newspapers, know these causes. We all know that the 
higher price of coal is due to the higher wages paid to coal miners. 
We also know about the higher wages paid to steel workers and their 
effect on the price of steel. What applies to coal and steel applies to 
all other industries. Since we entered the Second World War, we 
have witnessed several rounds of wage increases. Since wages con- 
stitute the major part of the cost of practically everything we use, it 
is not surprising that prices have continued to rise. There are other 
causes, including Government support of farm products, which has 
resulted in higher food prices and has naturally been a contributing 
factor to the repeated demands for higher wages. Then there are 
taxes, both direct and indirect, which somehow have to be included in 
the prices of the things we buy. 

Did the price of gold have anything to do with the higher wages, 
higher taxes and Government price support of farm products? Of 
course not. The inflation has also been fed by Government extrava- 
gance, which has been financed partly by creating new bank credit 
through the sale of Government bonds to banks. But again that had 
nothing to do with the price of gold. 

Finally, the opponents of a higher gold price use an argument 
which may seem academically sound, but which is of no practical 
value in the present situation. The argument runs something like 
this: If the price of gold, as expressed in dollars, can be changed, then 
gold ceases to be the standard by which all other values are measured. 
If we accept this reasoning, then we shall be demoting gold and pro- 
moting our already devalued paper dollar to the role of standard by 
which all other values are measured. 

This argument also ignores the fact that gold is an industrial prod- 
uct, the cost of which has, during the last 15 years, increased to more or 
less the same extent as, for instance, the cost of steel—and for exactly 
the same reasons. It is manifestly impossible to fix an alltime price 
for gold, just as it is impossible to fix an alltime price for steel. The 
cost of producing gold or steel 40-50 years from now will depend on the 
then prevailing wages, taxes and other factors, none of which can be 
predicted at this time. 

By increasing the price of gold, we shall not be devaluating the dol- 
lar; that has already been done. We shall merely bring gold into line 
with the new price level which war and inflation have bequeathed to 
us. By doing so, we shall be taking the first constructive step toward 
the restoration of the gold standard. 

A great deal has been said and written about making sterling con- 
vertible. This is not surprising in view of sterling’s key position in 
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world trade. One of the ablest members of the British Government, 
Mr. R. A. Butler, Chancellor of the Exchequer, recently made the state- 
ment that 60 percent of the world’s trade is at present carried on in 
sterling. ‘The recently issued report of the Randall Commission —o" 
the estimate at 40 percent. Whichever figure is correct, it must be ob- 
vious that world trade cannot get back on an even keel until such time 
as sterling can be freely converted into other currencies. However, 
after the experience they had in 1931, it is unlikely that Britain and 
other members of the sterling block will venture a return to the gold 
standard until they have built up their reserves to a point which they 
consider adequate and have the assurance that the production of new 
gold will be continued, in order to take care of the increase in world 
trade which may be expected to result from population growth and 
improved living standards. 

It has been suggested that the United States and the International 
Monetary Fund should provide a credit which would enable Britain 
to take the plunge into convertibility. Such credits could only provide 
temporary props, which would not solve the underlying problem of an 
inadequate gold reserve. Apart from that the American taxpayer 
should not be required to underwrite sterling or any other foreign 
currencies. Convertibility is meaningless unless currencies are able to 
stand on their own feet, with the backing only of their own reserves. 

In marking up the price of gold, the U Tnited States should act in con- 
cert with other nations, prefe erably through the International Mone- 
tary Fund, in order that existing exchange rates may not be disturbed. 
If this is done, there is no likelihood that the present price level will 
be affected in any way. Our Government should also take steps to 
prevent the markup of the gold price from creating a new credit in- 
flation in this country. This could be done by allocating the addi- 
tional dollars resulting from the markup to the amortization of the 
Government’s debt toward the Federal Reserve banks. By getting rid 
of the bulk of this debt we should be taking an important step toward 
putting our own financial house in order. 

There is just one more thing that I would like to tell you, if you 
have the time to listen for a few minutes. 

Senator Bricker. Proceed. 

Mr. Hansen. I have been spending a good many years in South 
Africa, which is the most important old producing country in the 
world. In my statement I point out that a great many of the South 
African gold mines will have to close down sooner or later, probably 
sooner, unless the price of gold is substantially increased. At the 
present time there is a shortage of labor in the gold mines in South 
Africa. That point has been brought up here. I would like to point 
out that the main reason for that shortage of labor is the low scale of 
wages at which the gold mines are able to offer native miners. The 
result is that the other industries have been taking labor away from 
the mines. The other industries can pay higher wages because they 
can increase the selling price of their products to take care of these 
higher wages. The gold mining industry has been unable to do that 
because the price of its product is frozen. That is one of the reasons 
for the shortage of labor in the gold mines in South Africa. It is the 
main reason, in fact. 

Another thing I should like to point out, which I have not stated 
in my brief, is the very low scale of wages which is being paid to the 
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South African miners. It is unlikely that they can keep on securing 
labor under those conditions. If the price of gold is substantially in- 
creased, then most of the benefits derived from that increase will g 
toward higher wages, not only to native workers but also to the white 
miners. 

I have just one last point, that at the present time the native workers 
are housed in compounds. That means they have to live away from 


their families. That is another condition which cannot goon. Sooner 
or later the mines will have to provide quarters for their families. 
That is also going to involve a considerable amount of additional 
expense. 

So the mining industry in South Africa is in a more precarious 
condition than you would assume from just reading the statements of 
the mining companies. The time is coming when they will have to do 
something in order to keep sufficient and satisfied labor. 

Senator Bricker. Thank you very much, Mr. Hansen. 

The record will be kept open for a period of 2 weeks for supple- 
mental statements that anyone cares to make. We have some letters 
and telegrams to be made a part of the record in that time. Thank 
you very much. We will now adjourn. 

(Whereupon, at 12:45 p. m., the subcommittee adjourned.) 

(The following letters and statements were received for the record :) 


Tonopan, NEv., April 1, 1954. 
Hon. JoHN Bricker, Chairman, 
Senate Banking and Currency Subcommittee, 
United States Senate Chambers, Washington, D. C. 

My Dear Senator: The Nevada Chamber of Commerce Executives Association 
in convention assembled at Boulder City, Nev., March 29, by resolution unani- 
mously adopted, directed me to advise you and your honorable committee that 
it wholeheartedly approves and endorses the provisions of the Senator Pat Me- 
Carran Senate bills now being considered by your committee, which bills pro- 
vide for the establishment of a free market for gold, and to re-restore the con- 
vertability of paper money into gold and silver. In other words, a return to 
the gold standard. 

We respectfully recommend for the stabilization of the future economy of 
our Nation, that you give these bills your favorable consideration. 

Most respectfully, 
C. C. BoaxK, 
Member, Committee on Mines and Mining. 
TONOPAH, NEV. 


Quincy, CALIF., March 31, 1954. 
JOHN W. BRICKER, 
United States Senate, Washington, D. C.: 

I urge your committee to report Senate bill No. 13 to the Senate to pass as we 
miners are unable to make ends meet with present restrictions and price of 
gold. 

Cart R. Brown, 
Post Office Box 625, Quincy, Calif. 


CHIcaAGo, ILL., April 2, 1954. 
Subject : Gold. 
SENATE BANKING COMMITTEE, 
Senate Office Building, Washington, D. C. 

GENTLEMEN : Having heard from the experts, it is now in order that you hear 
from one or more obscure citizens (to the end that your hearings may not lack 
universality) : 

Messrs. Burgess and Martin say that raising the price of gold will greatly 
benefit the Russians. If this be true, then lowering the price of gold would be 
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very detrimental to the Russians. The solution: Lower the price paid for Rus- 
sian gold; raise the price paid for newly mined American gold. 

An increase of only 1 or*2 or 3 dollars per ounce would do much to offset 
the increased cost of gold mining. If it be objected that this would be sub- 
sidizing the gold mining industry, the answer can well be, so what? The 
Government is subsidizing most everything else (especially where votes are 
obtainable by doing so), why not gold when every well informed person knows, 
and every honest person will admit, that the present price of gold is ridiculously 
low in terms of the present 40 cent dollar. Canada subsidizes her gold mines, 
why not the United States? The United States Government should be honest 
and realistic enough to either raise the price of gold or subsidize it. 

Roosevelt and his New Dealers “nationalized” gold and if it is to remain 
nationalized, then the obligation is on the Government to see that the gold 
is not taken by the Government from the miners in violation of the just com- 
pensation clause of the fifth amendment to the United States Constitution. 
It is something analogous to public utilities. The Government fixes the rates 
to be charged by the utilities but also recognizes tne right of the utilities to a 
fair return on their invested capital. The case of the gold miner is even stronger 
because his reserves of ore are being depleted and when depleted, he will be out 
of business. It is therefore imperative that the gold mines operate profitably 
while the reserves of ore last. 

Sincerely yours, 
WELLINGTON G. Brown, 
Attorney at Law. 





{Wall Street Journal, April 1, 1954] 
REVIEW AND OUTLOOK 


THE TRAP OF INFLATION 


One of the classics dealing with monetary inflation is Andrew White’s “As- 
signat Inflation in France.” It is hardly more than a pamphlet. Yet one who 
reads it would need read nothing more to have an adequate conception of the 
evils and pitfalls of an irredeemable currency. That is so because in a few 
years the French committed all the follies that have marked such inflationary 
ventures throughout recorded history. 

In the beginning there were warning voices. But as the ventures gained 
headway and as prices and new currency issues pushed each other into an 
ascending spiral, even the original opponents were carried along. Men who 
had warned became defenders and apologists. 

On Monday there appeared before a Senate committee two able and sincere 
Government officials, Mr. Randolph Burgess of the Treasury and Mr. William 
Martin, chairman of the Board of Governors of the Federal Reserve System. 
They testified on proposed legislation to restore the gold-standard—that is to 
make the dollor again redeemable in gold. 

The advice of each man was to the same effect. There is no need for return- 
ing to the gold standard now. In the future perhaps, a return to gold would be 
advisable but the present is not a propitious time. 

We strongly doubt either Mr. Burgess or Mr. Martin would have countenanced 
this country cutting loose from gold in 1933 if the decision had been theirs to 
make. We think that each of them would have been able to foresee the results 
of that policy. Each of them accepted appointment from an administration 
which in its platform promised return to a redeemable currency and it may be 
assumed they approved that promise. 

Yet both of these men who have a major voice in monetary policy hesitate 
to advise the reversal of a step which they themselves probably would not 
have taken. 

And the sad part of it is that almost any other two men likely to occupy the 
positions held by Mr. Burgess and Mr. Martin would at this stage probably 
give similar advice. Tinkering with the currency has created a situation from 
which men can see no ready exit and the attempt to open an exit might have 
results for which they would not want to stand responsible. 

It is not only that monetary inflation finally leads to destruction of material 
values. It does far worse. It leads good men unwillingly down a road which 
closes behind them, 
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CONGRESS AT WoRK 


Tares.—Chairman Reed (Republican, New York) House Ways and Means 
Committee, said he would ask the Senate Finance Committee to change the ef- 
fective date of a provision in the House-passed technical tax relief bill. The 
provision lays down new rules for dealing with corporate liquidations, reorgani- 
zations and other distributions. The House-passed bill made the new provision 
effective March 1, 1954. Mr. Reed said he and the Treasury would ask the 
Finance Committee to make the present law apply in any case where a liquidation 
or other distribution occurs pursuant to a resolution adopted by shareholders 
or a board of directors on or before March 9, 1954. Mr. Reed explained the new 
provision was not made public until March 9 and that it was not considered fair 
to tax corporations on the basis of a new provision which they could not have 
had access to before that date. 

Reinsurance.—Henry 8. Beers, vice president of Aetna Life Insurance Co., 
testifying for the American Life Convention and the Life Insurance Association 
of America, urged the House Commerce Committee to give considerable study 
to the administration’s plan for reinsurance of health insurance plans. He said 
the life insurance business “looks with favor” on methods for stimulating pri- 
vate coverage, and the administration measure “deals with one possible 
method.” 

Farm plan.—Spokesmen for National Farmers Union and its various branches 
opposed the Administration’s farm program in testimony before the House 
Agriculture Committee, giving approximately the same testimony presented to 
the Senate Agriculture Committee earlier this week. 

Niagara Power.—Robert Moses, chairman of New York State Power Authority, 
testified before the Senate Public Works Committee in favor of bills that would 
let New York State build the proposed new power-generating facilities at 
Niagara Falls. He opposed the bill previously passed by the House, which 
would let five privately owned utilities do the job. 

Gold.—Hearings continued before the Senate Banking Committee on bills to 
restore the gold standard and to allow a free domestic market for gold. Argu- 
ing for making currency once more redeemable in gold Coins were Senator Case 
(Republican, South Dakota), B. F. Pittman of San Antonio and Philip Courtney 
of New York. In favor of a free market and higher prices for mined gold were 
Harry Sears, president of Calavaras Central Gold Mining Co., Ltd.; Donald 
McLaughlin, president of Homestake Mining Co., and John J. Rowe, president 
of Fifth-Third Union Trust Co. The hearings will wind up today. 








Sroux Crry, Iowa, March 31, 1954. 
Senator JoHn W. BriIcKeEr, 
Senate Committee on Banking and Currency, 
Washington, D. C.: 


I am very much in favor of S. 13 bill regarding gold be passed as it will greatly 
benefit the whole country as well as mine owners and miners alike. 
LesLie DucoMMUN, 
2317 South Nicollet. 





Grass VALLEY, CAuir., April 4, 1954. 
Hon. Jonn W. BRICKER, 
Senate Office Building, Washington, D. C. 

Dear SENATOR: Senate bill 13 is soon to come up before the Senate I believe 
and as I believe it to be a fair and just bill and one that will be good for our 
well-being I solicit your valued support. 

Respectfully yours, 
WruiaM Dursrow. 


NEvaDA Ctry, April 5, 1954. 
Hon. JoHN W. BRICKER, 
Senate Office Building, Washington 25, D. C. 

Dear SENATOR BRICKER: Senate bill No. 13 is of vital importance to this com- 
munity and we are all very much in favor of its becoming a public law. Your 
influence toward this end will be greatly appreciated. 

Sincerely yours, 


(Mrs. H. L.) Grace ENGLEBRIGHT. 
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STATEMENT OF Lewis H. HANEY, PRoFressOR OF EcoNoMiIcS, NEw YORK UNIVERSITY 


THE OBSTACLES TO A GOLD STANDARD, WITH SPECIAL REFERENCE TO THE PROPOSALS 
OF THE ECONOMISTS NATIONAL COMMITTEE ON MONETARY POLICY 


Recent testimony before the Senate Subcommittee on Banking and Currency 
shows why so little progress has been made toward a standard for our money 
and a really stable currency. The obstacle lies in four misleading arguments. 

The first of these arguments is the implication that the price fixed by Roose- 
velt after he seized our gold back in 1934 is good. Despite the fact that this 
“price” was arbitrary, was part of the destruction of our gold standard, and 
has been followed by vast changes affecting the value of gold and money, some 
people feel called upon to defend it. This leads to the conclusion that any price 
would do. It supposes that the Government could fix any buying price of 
gold that it desired and make it work. 

But the Government can no more fix the true market price of gold than it 
can fix the price of butter. It can buy gold or butter at any price it wants to; 
but it can’t make you and me buy t!iem at all. It can’t make us value butter 
more or gold less than we think it worth. Since Roosevelt fixed the Govern- 
ment’s buying price of gold at $35, the claims on gold have multiplied while 
the gold in the Treasury has increasingly come under claim by foreigners. 

The second argument is that we should all be supplied with gold coins, the 
Government standing ready to give anybody a gold coin for a paper dollar as 
requested so that gold would actually circulate. 

But at the present Government price the gold coins would be overvalued in 
comparison with goods, and would be hoarded. They would largely pass out 
of circulation, and would drain away our already inadequate gold reserves. 

Nor is it true that the use of gold coins would make us free. There could 
have been no $35 price of gold except under Government monopoly and the 
denial of the right of citizens to hold monetary gold. In my opinion, the attempt 
to hold gold at $35 has been responsible for much of the restriction of trade and 
foreign exchange that has been so prevalent. 

The third misleading argument is that at $35 per ounce there is plenty of gold 
to maintain our monetary system on a gold standard. 

This is completely and demonstrably erroneous. To be on a gold standard, 
the gold reserve must be adequate to cover all claims on gold. These claims 
include paper and other credit currency, bank deposits, Government bonds, and 
any other claim on standard money. Experience indicates that about 7 percent 
is necessary as a minimum, and 10 percent would be safer. 

But at present, the total gold held in the Treasury is under 5 percent and, of 
that, perilously close to half is under foreign claim. (Over half our so-called 
reserves are mere Government debt.) At the current price, we are several bil- 
lion dollars worth of gold short of having enough to maintain a free two-way 
convertibility. 

alk about a danger of hoarding gold is, I think, justified only if the attempt 
is made to overvalue gold by maintaining the arbitrary $35 price. The best way 
to avoid hoarding is to create confidence in the value of the monetary unit, and 
such confidence can be created by putting into the gold dollar a dollar’s worth 
of gold as determined in a free market. Then it is necessary to maintain the 
conditions of demand and supply so that the values of nonmonetary gold and of 
monetary gold will be automatically adjusted. This the Government can do by 
putting a fixed quantity of gold in the gold dollar and maintaining its own buy- 
ing and selling price accordingly, of course with complete two-way convertibility. 

I will add that the free market value of gold could be determined only by allow- 
ing both individual trading and Government buying and selling. In this way, 
both (1) the demand in the arts and (2) the monetary demand are allowed 
for. 

The fourth argument is that we should at once adopt a gold standard, making 
paper dollars convertible at 35 per ounce of gold. The so-called “national mone- 
tary policy” economists are in a hurry. 

But no standard will work unless it represents true value, and can be applied 
throughout the whole market area involved. We must first find out what gold is 
actually worth, so that a workable Government buying price can be determined. 
This probably requires a balanced budget and much freer international exchange 
than now exists. 

It is most unfortunate that a little lobbying group calling themselves the Econo- 
mists National Committee on Monetary Policy has been allowed to pose as repre- 
senting any large part of competent economic thought in this country, thus seek- 
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ing to lend what little prestige economics has left to these four unsound argu- 
ments. 

In conclusion : I am strongly in favor of a return to a gold bullion standard at 
the earliest possible moment. By this, I mean the time when a workable and 
permanent basis for free monetary stability can be established. I think that 
such a basis requires: 1. A determination of the true market value of gold, 2. 
The end of any and all acceptance of deficit financing and a managed currency, 
and 3. Some real progress toward the elimination of wartime controls over inter- 
national exchange. This would take time. But a frank and general acceptance 
of the basic principles of the free private enterprise system would greatly hasten 
the process. Meanwhile, I think that the establishment of a truly nonpartisan 
and expert monetary commission (taking care to exclude any persons known to 
be ideologically opposed to the free private enterprise system) to study and re- 
port on the problems involved, including the timing, would be a constructive 
step. 


New York, N. Y., February 18, 1954. 
Hon. JoHN W. BrICKER, 
Senate Office Building, Washington, D. C. 


DEAR SENATOR BricKer: I must first reintroduce myself by stating I had the 
pleasure of meeting you twice years ago at Columbus through the kindness of 
our mutual friend the late Paul Clapp. 

It is my understanding that Senator Bridges’ gold standard bill will be con- 
sidered by a subcommittee under your chairmanship. That’s all to the good. 

Since 1933 I have ardently been in favor of a return to a redeemable currency. 

While I am much pleased that there is to be open public hearings to consider 
a return to a gold standard, I must be frank to state I have not been in favor of a 
reestablishment of gold currency on the precise form of the bills now pending in 
the Congress. 

My reason is because they fail to make adequate provision for protection of 
such a standard in the case of excessive demands for gold such as experienced 
in recent times. 

That aspect of the problem was carefully considered by the Committee of 
Coinage, Weights and Measures in 1932, 1933, and 1934. The record of the pro- 
ceedings of the committee, its bill known as the Fiesenger bill, its legislative 
history (including the record in the Senate in a proposed amendment to the 
Gold Reserve Act of 1934) should be carefully studied and full knowledge had 
about that important job. 

I feel reasonably certain that the records of that committee for those years 
of 1932, 1933, and 1934 are none too good. I am sure of my own knowledge that 
the records in the New York Public Library are incomplete for some unexplain- 
able reason. Perhaps the files may be found to be in order in the Library of 
Congress. 

However, I know of no better way to become familiar with that work than to 
seek full information from Judge William L. Fiesenger of Sandusky, Ohio. 
He was the guiding force in the promotion of the proposed bill. In those years 
the Committee on Coin, Weights, and Measures was under Democratic Party 
control. 

“Must legislation” existed then. The Rules Committee of the House, I always 
have felt, abdicated by refusal to have the Fiesenger bill put on the House Calen- 
dar. As a result, the late Senator Wheeler introduced the essence of that pro- 
posed bill by way of our amendment to the Gold Reserve Act of 1934. That 
amendment lost, if I recall correctly, by only 2 votes. So, that’s how close we 
came away back there to having a real battle for gold. 

How it happened that we witnessed an excessive demand for gold in the late 
“Gay Twenties” is quite another story. I will take another occasion to detail 
that story, suffice it to say now that England by putting India on gold about in 
1926 started forces which upset the demand supply ratio of gold with the result 
that gold went toa premium. It took about 3 years for this manipulation to hit 
us with the consequent effect of a smash in commodity prices in 1929. At that 
time we had, you will recall, a sadly extended credit base. 

So it is, the double attack on our domestic economy—i. e., a smash in prices 
and a collapse of credit took us for a severe ride. 

I have known of only two economists who were cognizant of this move of the 
British as cited above. Why I do not know. I can explain it to myself only 
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because a new trick in money manipulation was pulled, this time by the British. 
The effect, as stated, was to create a heavy demand for gold. 

We used to be told to look only for a change in the price of gold when the supply 
noticeably changed. 

Incidentally, in all these years the GOP has been asleep to allow the Demo- 
erats to get away with the charge that the Republicans brought on the big 
depression. Now the real story can be told at your hearings. 

So it is, Senator, I urge that you get in touch with Hon. William L. Fiesenger. 

With warm regards, 

Sincerely yours, 
Henry R. HAYEs. 


HAWTHORNE, NEV., April 1, 1954. 
Hon. PAT McCARRAN, 
Vevada Senator, 
Senate Office Building: 

Please deliver following message to Senator Bricker: Request your deep con- 
sideration of points set forth in Assemblyman Charles A. Hendel’s wire to you 
dated March 27 relative to Senator McCarran’s bills, S. 13 and S. 251, and that 
these bills be given your committee’s favorable endorsement. 

MAYOR AND COUNCILMEN, 
Citu of Hawthorne, Nev. 


Sioat, CAir., March 31, 1954. 
Senator JOHN W. Bricker, 
Chairman, Senate Committee on Currency and Banking, 
Senate Office Building, Washington, D. C.: 

Want end to policy of making miner pay cost of refining new gold for benefit 
of the jewelry trade. I want right to sell my gold on open market and secure 
price commensurate with the cost of production. Request favorable action 
Senate bill No. 13. 

FE. KELLEY. 


Quincy, Cattr., March 31, 1954. 
Senator JOHN W. BRICKER, 
Chairman, Committee on Currency and Banking, 
United States Senate, Washington, D.C.: 
We urge enactment of Senate bH1 No. 13 to allow a resurgence in western min- 
ing. Weneed this industry and the United States needs that gold. 
PLUMAS COUNTY CHAMBER OF COM MERCE. 


NEVADA City, Catir., April 4, 1954, 
Mr. JoHN W. BRICKER, 
Senate Office, Washington 25, D. C. 
DEAR SENATOR: Senate bill No. 13 is of vital importance to this community 
and we are all very much in favor of its becoming a public law. 
Your influence toward this end will be very much appreciated. 
Sincerely yours, 
Mr. and Mrs. E. M. Recror. 


Quincy, CAuIF., March 31, 1954. 
JOHN W. BRICKER, 
United States Senate, Washington, D. C.: 

Strongly urge favorable action on Senate bill No. 13 now before your com- 
mittee as Plumas County miners believe return to free market of gold could 
mean additional industry and prosperity for our community. 

JOHN RHOpE, 
Viner, P. O. Bor 4, Cromberg, Calif. 


45980——54 
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Carson Ciry, Nev., March 30, 1954. 
The Honorable JOHN BRICKER, 
Chairman, Federal Reserve Subcommittee, 
Committee on Banking and Currency, 
Senate Office Building, Washington, D. C.: 

All Nevada vitally interested in Senator McCarran’s bills 18 and 2514. Urge 
your committee give favorable consideration to these measures which are vitally 
important to Nevada and other western mining States. 

Regards, 
CHARLES H. Russet, Governor of Nevada. 





NevabDa Crry, Cauir., April 3, 1954. 
Hon. JOHN W. BRICKER. 

DEAR SENATOR: Senate Bill No. 13 is of vital importance to this community, 
and we are all very much in favor of its becoming a public law. Your influence 
toward this end will be very much appreciated. 

Sincerely yours, 
ERNEST SCHREIBER. 


STATEMENT OF FreD H. Sexaver, Director, DAIRYMEN’S LEAGUE OF NEW YorK 
STATE’ 


I am a representative of farmers in organized agriculture, for my whole life’s 
work has been connected with farming and the marketing of farm products. 

The objective of a sound farm program must be that of self-selp. It should 
be as free as possible from Government direction, from direct aid or from con- 
trol. Generally, farmers do not willingly take Government handouts or like 
support prices or export subsidies or all the things that go with them. 

There are many who will say that our problems, so far as agriculture is con- 
cerned, are: (1) That of credit for farmers; (2) excess production; (3) in- 
sufficient public consumption. It is all of these, but these are but the waves on 
the lake of prices. It is the level of the lake of prices that farmers are in- 
terested in. 

When the Farm Board was set up, under the Hoover administration, the 
Dairymen’s League wired Congress saying in effect that it was doomed to failure 
if it had no way to dispose of the products which it purchased, and no place in 
which to dispose of them. When the Farm Board finally faced this dilemma, in 
desperation it recommended the plowing under of cotton and the destruction of 
crops. 

Not until the basic problem of prices is dealt with—not by controlling prices, 
but by freeing all prices, and I mean all—will the farm price or farm income 
problem be simplified. Prices throughout the world, particularly basic com- 
modities, are sliding downward. Another Korea may stop them, but, other 
than that, they will continue to slide. This, of course, is in terms of gold trans- 
lated into any of the world’s currencies. We may stop the slide of these prices 
for a while by Government buying, but that can last only so long. Then the 
deluge. 

It is not a matter of justification. Just as good a case can be made for buying 
farm products as for Government projects to keep labor employed, and that will 
be done. Or for unemployment insurance, and that will be continued. Or for 
business and professional protection, such as licenses, fair price laws, etc., but 
the basic cause of all of these things is the lack of opportunity for self-preserva- 
tion which comes as the result of violent economic fluctuation. The most violent, 
as you well know, is in farm and basic commodity prices. Farmers cannot be- 
come independent self-reliant economic units if their prices are to rise to the 
level of labor, manufactured products and services in war periods, and then when 
these have become fixed at a high level, the farmer finds his prices are to fall to 
former or lower levels. Tariffs, quotas, Government purchases, reciprocal trade 





1 Former positions held: President, Dairymen’s League Cooperative Association : member, 
executive committee, National Counsel of Farmers Cooperatives; member, executive com- 
mittee, National Milk Producers Federation; president, New York State Agricultural 
Society , trustee, Cornell University, as representative of agriculture; chairman, New 
York State Conference of Farm Organizations. 
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agreements, consumer-purchasing power, business activity—all these are of little 
effect when basic commodities’ prices fall in world markets in terms of gold 
while services, manufactured products end wage rates stay high in terms of 
gold. 

Sometimes mass psychological factors bring on a depression or recession. This 
is the type of depression that comes from optimism, the building of inventories, 
expansion of business due to optimism, and then the letdown until inventories 
are used up, and growth catches up with business expansion, ete. These psycho- 
logical changes occur rather regularly every 5 or 7 years, but they are not very 
deep or very long lived. These, again, are waves on the lake. Even these, per- 
haps, can be softened in their ups and downs, by monetary action. 

However, there is another type of depression which comes in the postwar 
period following major wars. The 3 major depressions of this character have 
followed the Napoleonic War, the Civil War, and World War I. In addition 
to psychological factors, there were also the dislocation of prices, wages, cost of 
service due to abnormal conditions created by the war. 

We are now in the postwar period following the greatest of all wars—World 
War II. Due to 14 years of abnormal conditions from 1939 to 1953, composed of 
6 years of war (1939-45) and 5 years of feverish production to catch up with 
the deficits in construction and production of appliances, etc., from 1945 to 1953, 
which also includes 3 years of the Korean police action, we are now approaching 
the unsettled situation in our economy that comes in every postwar period. 

During these 14 years, all prices, wages, service charges, and taxes rose to 
fantastic heights and now many of these are fixed at those fantastic levels. 
Wage rates, service charges and taxes are not likely to fall or come down much 
in the years ahead. On the other hand, basic commodities—oil, zinc, lead, copper, 
farm products—the production of which was stimulated to meet world demand, 
must now sell at the world market level or be supported by Government subsidy 
purchase or Government intervention. 

To the extent that they have fallen or do fall a disequilibrium is created as 
to the ability of the several segments of our economy to exchange goods or services 
with others. The fact that this happened 11 years after World War I is vaguely 
known to many people. The cataclysmic economic results which culminated in 
the depression of 1929-33 are still a hideous specter to millions of people. So, 
in such a postwar period, such as we are now in, there are the elements not only 
of a psychological depression but also the elements of a long-time disequilibrium 
between incomes of basic product producers and those who service them, on the 
one hand, and those with high, fixed wage rates, service charges and protected 
wages and salaries, on the other. It is this latter type of postwar depression 
that is ushered in by falling of farm product prices and which deserves the at- 
tention of those interested in preserving some stability in our economy and 
preventing extreme depression and a continuing drift toward socialism. 

Let us assume that we are in agreement that more rapidly falling farm 
products and other basic commodity prices with consequent loss of buying 
power of farmers and producers of basic commodities like metals, lumber, oil, and 
all who supplied or served them, was the cause of the severe depression of 
1929-33 or longer, the question as to the cause of those falling farm and basic 
commodity prices is a logical one. 

Let me say that, in my opinion, the many nostrums such as AAA, Soil Con- 
servation, NRA, etc., were not the cause of restoration of farm product prices 
although they are generally so credited by the public. The program or action 
whith made recovery of basic commodity prices possible came before these were 
enacted into law. 

In June 1933, a decision was made to abandon the policy of raising farm and 
basic commodity prices further by increasing the price of gold, and thereafter 
to rely on AAA, NRA, and other regimenting measures. One adviser of the 
President came to a member of the Committee for the Nation and said: “Don’t 
sell the President further on raising prices. If farmers, and basic producers 
(oil, metals, lumber), get what they expect, when they bring their products to 
market, and business gets going, and making profits as usual, we won’t be able 
to put the needed reforms through.” The price of gold was allowed to fall 
during July and August, and farm prices went down correspondingly. Then the 
price of gold was lifted, and an announcement made by the President in the fall 
that American would seek a dollar of stable, normal purchasing power. Again 
farm prices responded to the rise in the price of gold. 
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By July 1, 1933, farm product and basic commodity prices had a recovery of 
50 percent from their April 1, 1933, low. I attach hereto copy of a chart pre- 
pared by the United States Treasury, which showed that between March and 
July 1933, as the price of gold rose 44 percent, farm prices rose 54 percent. 

This was before NRA, AAA, or any of the commodity or business regulatory 
laws were passed. During that 3-month period as the dollar price of gold 
in world markets increased, before NRA, AAA, 4 million men went back to 
work, business and manufacturing boomed. Not until the confidence of the 
public was destroyed by regulatory action in July of that year was recovery 
slowed down and then halted, not to be materially improved, except during a 
brief period in 1937, until the war started abroad in 1939. 

The only positive action taken prior to July 1933 was the freeing of gold from 
a fixed price of $20.67 per ounce. From April 19, 1933, the date this took place, 
to mid-July 1933, the price of gold rose in the free market of England, in pounds 
converted to dollars, from $20.67 per ounce to approximately $30 per ounce. 
Basic commodity prices rose in almost exact proportion. This reestablished 
some of the balance between basic commodity prices and finished product 
prices and service charges, which had gotten far out of line in the twenties, 
created demand for finished goods and services, built confidence, sent people 
back to work, promised some profit for failing business, restored some of the 
value of bonds, increased security prices. 

This is the only part of the early 1933 program which I endorse. This brief 
discussion of remedy here is primarily to dissociate myself from price control 
and edict phase of the farm and social programs. 

So long as gold is the commodity by which all international exchange in and 
out of the country is measured, the price of gold largely determines the price 
of such commodities in our country in terms of dollars. May I illustrate? If 
(1) 35 bushels of wheat are sold abroad for English pounds and those pounds 
would buy 1 ounce of gold, (2) if that ounce of gold is brought to the United 
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States and sold to the Treasury for $35, the price of wheat in the United States 
would be $1 per bushel. 

Should the ounce of gold when sold to the Treasury have been worth $52 
instead of $35, then the 35 bushels of wheat would have been worth $1.50 per 
bushel. 

I hasten to say that I am not at this moment advocating a 50 percent 
increase in the price of gold. I am merely trying to demonstrate that the 
market for basic farm products or those affected by foreign trade are largely 
influenced by the price of gold rather than by their true ¢xchange value in the 
markets of the world. Therefore, this discussion is all too brief. 

Whole books have been written on this. However, it was on the basis of 
such study and personal experience with those who had done this type of re- 
search that a group of businessmen, farm representatives and bankers, includ- 
ing such men as Gen. R. E. Wood, Frank A. Vanderlip, James H. Rand, Jr., 
Louis J. Taber, Edward O'Neill, John Simpson, George F. Warren (of Cornell 
University), Ambrose W. Benkert and myself, advised the step which was taken 
in April 1933, which brought such spectacular results. 

Many, in fact most, of the elements which were in existence in our economy 
during the late twenties are here now. 

In our domestic economy : 

I, This too is a postwar period with growing postwar price disparities. 

II. Prices of products—mostly finished—are at an extremely high peak. 
Built-in costs in production are not likely to let them come down very much. 

Ill. Wage rates are at a much higher level than prewar, even after 
adjustment for productivity. Unions will make every effort to hold them 
high or drive them higher. Economic history shows that wage rates seldom 
fall much during postWar recession periods and almost not at all until a 
serious depression has hit. 

IV. Taxes now at extremely high levels, which pay for finished products, 
labor, civil servant wages, will decrease but little from present postwar 
level. 

V. Utility and public service rates driven high by fixed costs will decline 
little, if any. 

VI. Farm products—those affected by international trade, produced to 
meet war needs and now in surplus—wheat, corn, cotton, meat, milk prod- 
ucts, tobacco, rice, ete.—except where Government-supported are tending to 
fall to world levels. Thus they are affected by exchange rates—hence by the 
price of gold. 

In the settlement of trade balances, the dollar price of gold as fixed by Gov- 
ernment is a major determining factor in the domestic price of those products 
affected by international trade. 

I grant that all the above is an oversimplification of a complex problem in 
order to get it set forth for consideration—and that other factors also affect it. 
For instance, no one knows as of today just what the demand for gold is. It 
is, therefore, hard to judge its true value. The people of the United States have 
half the wealth of the world. They are forbidden the right to own gold at 
any price. 

You can imagine what would happen to the demand for any product if one-half 
of its present users were forbidden its use and no substitute was made available. 

It was Tugwell and other Government planners who suggested that in place 
of the program which we advocated in 1933, the production and price control 
be used. In the fall of 1933, this monetary program was jettisoned and Tug- 
well’s program was given full sway. Now again the alternative for some such 
monetary program will probably be more production and price control. This 
time, unfortunately, control programs will be supported—in desperation and 
for lack of an understanding of a sound alternative—by many conservative 
elements in agriculture, business, and labor. 

The foregoing will indicate why the Secretary of Agriculture and all those 
who want to preserve free enterprise and constitutional liberty, in my opinion, 
should interest themselves in a matter the responsibility for which is in the 
Treasury and the Federal Reserve. The solution of our problem is, in a large 
part, in the hands of Congress under its constitutional mandate to coin money 
and regulate the value thereof, and of the Treasury and the Federal Reserve 
Board carrying out the decision of Congress. 

It is not enough to be against socialism. There must be a positive program 
which lets all segments of our economy—though perhaps not all individuals in 
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a segment—live without the continual calling upon Government for specific 
cures. j 

The socialism which is now growing in agriculture is due primarily to the 
socialistic climate of internal controls over most segments of our economy, as a 
result of which agriculture finds that it cannot live without similar assistance. 

Perhaps I speak feelingly. If I do, it is because I would like to see an eco- 
nomic climate in which we could gradually mobilize those who believe in free 
institutions to the protection of those institutions. Today the weight is too 
much against farmers, and, for lack of support for an alternative program, they 
are turning to price supports and socialistic controls. 

The program discussed above is not new. It is that which, belatedly, brought 
relief to the United States in 1933 from the most devastating depression in its 
history—more than 2 years prior to which Australia had recognized the “ause 
of depression, had increased its price of gold, as against the price of the English 
pound, 25 percent, and subsequently more as the price of the English pound was 
increased. The Argentine followed, and, more than a year and a half before 
we ended our depression, England with its centuries of experience in managing 
the gold standard increased its price of gold and brought relief to sterling area 
countries. 

In each case, simultaneously with the increasing price of gold, each of these 
countries experienced rapid recovery. 

At this point I should like to introduce into the record a statement by Sir 
Charles Morgan-Webb, dated January 10, 1954, and entitled “The Price of Gold.” 
Sir Charles Morgan-Webb is an outstanding monetary xpert. He was the ad- 
viser to the Parliamentary committee that brought about English recovery in 
1931, from the great depression, about 2 years before the United States, almost 
by necessity, had been forced to face the issue of increasing the price of gold. 


THE PRICE oF GoLp 
(By Charles Morgan-Webb*) 


The official price of gold is about a million dollars a ton. The natural or com- 
mercial price, where the law of supply and demand is allowed to operate, is 
higher. In Bombay, an equivalent of $1,200,000 a ton at current rates of ex- 
change is being paid for gold. Something more than tradition and sentiment 
is needed to explain the wide divergence between the price of gold and the price 
of such necessities as wheat. steel, oil, and coal. 

The price of gold is the measure of its utility. The world demand for the 
Services of gold is much greater than the supply. There are five principal de- 
mands for gold, herewith given in order of their magnitude— 

1. The traditional demand of the people of backward countries, three- 
quarters of the population of the world, who have not mastered the technique 
of paper assets, and require gold to finance transactions which in advanced 
countries are effected by means of documents. 

2. The demand for war reserves. The gold reserve of the United States 
is sufficient as a currency reserve, but not as a war reserve. 

5. The demand for currency reserves. Few nations have adequate gold 
reserves to guarantee their balances of payments. In particular, Britain, 
with an overseas currency circulation of $11 billion, mainly in treasury 
bills redeemable in 3 months, has an insistent demand for gold in order 
to raise its currency reserve from the inadequate volume of $2,800 million 
to the safe figure of $4 billion, or preferably $5 billion. 

4. The demand for the settlement of trade balances. In the present un- 
balanced state of international trade, this demand is abnormally heavy. 

5. The demand for jewelry and the arts. 

In discussions on the price of gold it has been customary to ignore the first, 
and by far the strongest, of these demands, and to pay undue attention to the 
fifth, and weakest, demand. The first demand cannot be lightly dismissed as a 
hoarding demand of little magnitude. It is a continuance of the traditional use 
of gold for the past 2,000 years. The peoples of the Western nations use 
documents such as bank deposits, securities, and insurance policies for the 
majority of their financial transactions. But more primitive peoples use gold 
in which to embody their savings, their investments, their insurances and their 


‘Sir Charles Morgan-Webb is an outstanding monetary expert, adviser to the parliamen- 
tary committee that brought about English recovery during the great depression, long 
before recovery began in the United States. 
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collateral security when applying for loans. Their direct use of gold for these 
purposes creates the principal world demand for gold, and is the main cause of 
the exceptionally high price of gold. 

The postwar demand for gold reached its peak in 1949, when the natural price 
of gold in Bombay reached $2 million a ton (115 rupees a tola) at current rates 
of exchange. The demand for gold, and its natural and commercial price, have 
since fallen for the following reasons— 

1. The sterling balances held by Asiatic countries, and the sterling and 
dollar balances held by Latin American countries, have fallen considerably 
and greatly reduced their capacity to buy gold. 

2. Owing to food shortage the purchase of gold has been deflected to the 
purchase of food in Asiatic countries. 

3. The purchase of gold in the Latin American countries has been largely 
deflected to the purchase of capital goods for industrial development. 

Despite these large reductions in demand, the natural or commercial price of 
gold still continues above the official price. In dollar countries, the reduced 
demand for gold owing to dollar scarcity has brought the price of gold almost 
down to the official price. But in sterling countries, the natural price of gold 
is still much above the official price. In Bombay, gold is now being purchased 
at $46 an ounce at current rates of exchange. Imperfect convertibility between 
sterling and dollars is responsible for this discrepancy in the natural price of 
gold in dollar and sterling countries, respectively. 

The British Commonwealth produces 70 percent of the world’s gold output 
and was the principal victim of the fixation of the official price of gold at $35 an 
ounce under sections 1 and 2 of article IV of the Bretton Woods agreement. 
The fixation of the price of gold and of exchange rates resulted in a sterling 
price of gold at 8 pounds 12 shillings an ounce. At that time the commercial price 
of gold was between 11 and 12 pounds an ounce. The loss to the gold producers 
of the British Commonwealth was about 3 pounds an ounce, or 25 percent on their 
sales of gold. But the commercial price of gold gradually mounted to 23 pounds 
an ounce in 1949, thereby inflicting immense losses on gold producers compelled to 
sell at 8 pounds 12 shillings an ounce. 

Barclays Bank Review, a publication of high authority, estimates that the 
average annual loss on the gold produced outside the United States and Russia 
(that is, virtually in the British Commonwealth) was $2,550 million. In the 
8 years from July 1945 to July 1953, this would amount to something over 
$20 billion. Apart from this immense loss, the Review suggests that the 
United States export surplus, and the resulting dollar gap, were due to the low 
price the United States was paying for her gold imports. Had the United 
States been paying a commercial price for the gold it imported there would have 
been no export surplus and no dollar gap. Instead of international trade being 
in a state of extreme imbalance, it would have been moderately well balanced. 

Not being a producer of gold, Britain did not suffer directly from the down- 
pricing of gold. But indirectly she suffered heavily. A banker is the first to 
feel the losses of his clients, and Britain, as the banker of the Commonwealth and 
the sterling area, participated in the losses of its gold-producing depositors. 
The main losses suffered were— 

1. As administrator of the sterling area, Britain guaranteed payment 
of the dollar deficits of its member nations; deficits which approached 
$20 billion in the 8 postwar years. 

2. The strain of this guaranty forced the devaluation of the pound ster- 
ling in September 1949, from $4.03 to $2.80. 

3. Britain’s energy and resources have been deflected from internal re- 
covery and reconstruction by payments necessary to guarantee an arti- 
ficially created dollar deficit approaching $2,500 million per annum. 

4. Sterling remains inconvertible into dollars as long as world trade is 
being unbalanced by the unnatural price of the principal import of the 
United States—gold. 

The Bretton Woods Agreement imposed two distinct restrictions on the price 
of gold— 

1. It fixed the purchase price of gold for the United States at $35 an 
ounce, 

2. It prohibited the gold producing nations from selling gold to nations 
other than the United States at a price above $35 an ounce. 

Britain and the gold-producing nations do not claim the right to challenge the 
first of these restrictions. The price which the United States pays for gold is 
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a matter for the United States to decide. The buyer of any commodity is at 
liberty to determine the price he is prepared to pay. 

It is the second restriction that is so inequitable. In 1949, South Africa was 
compelled to remain passive, and sell gold at the fixed official price of 8 pounds 
12 shillings an ounce, while Russia was selling gold to India at 23 pounds an 
ounce. This anomaly was reduced by the devaluation of sterling effected in Sep- 
tember 1949, which raised the official sterling price of gold to 12 pounds 8 shillings. 
But even then, South Africa was being compelled to sell gold at about half its com- 
mercial price. After 8 years’ agitation, South Africa has obtained the conces- 
sion of being able to sell 40 percent of her gold production at the commercial 
price. But the claim of the gold-producing nations of the Commonwealth is for 
100 percent freedom to sell the whole of their output at whatever price it will 
fetch. The United States will then take its chance of being able to secure the gold 
it requires at $35 a ounce. 

The United States must decide the price it will pay for gold, not in response 
to any agitation from the gold-producing countries, but with regard to her 
own interests, particularly the interest of her export trade. As long as Western 
Europe and Britain were dependent on the United States for a large portion 
of their food and raw materials, owing to war devaluation, the United States 
export industries flourished. But that period is coming to an end. In the past 
8 years, the nondollar nations have made a great recovery. Western Europe 
and Britain can now purchase a large portion of their requirements of wheat, 
tobacco, raw cotton, and other commodities from countries which are willing to 
accept sterling in payment. Faced with buying from the United States with 
dollars, a scarce currency, or from the nondollar world with sterling, an 
abundant currency, decision is not difficult. It is not a question of price. The 
efficiency of United States industry and agriculture can always compete in 
world markets as far as price is concerned. It is a question of purchasing 
power, dollar purchasing power or sterling purchasing power. Dollars are scarce, 
sterling is abundant. That decides the direction of purchases, and for the past 
12 months the decision has been to buy 2s few dollar goods as possible. 

The world is being divided into a dollar area and a sterling area with lessen- 
ing trade between the two areas. The initiative to bring this division to an end 
is with the United States. It can be exercised in two ways 

1. by increasing the circulation of dollar purchasing power in the sterling 
area, particularly in Western Europe and Britain: 

2. by accepting sterling in payment for exports from the United States, 
and returning to the system of fin»en¢ging international trade before the 
Neutrality (Cash and Carry) Act of 1939. 

For the past 14 years exports from the United States have required payment 
either in gold or dollars. Prior to 1939, payment in sterling and other curren- 
cies was a matter of routine. There is now a sterling purchasing power of be- 
tween eleven and twelve thousand million dollars in international cireulation. 
It finances 50 percent of world trade. Both Britain and Western Europe could 
expand their imports from the United States if payment in sterling could be 
accepted. In denying herself the use of this large store of international pur- 
chasing power, the United States is curtailing the volume of her exports. That 
did not matter much in the immediate postwar world of scarcity, when United 
States exports sold themselves without difficulty. It was then possible for the 
United States to dispense with sterling purchasing power for selling her exports. 
But circumstances have changed. Surpluses of wheat. tobacco, raw cotton, and 
other commodities are piling up and there are not sufficient dollar markets, in- 
ternal and external, to dispose of them. 

This has led to a tentative relaxation of the policy of dispensing with sterling 
purchasing power for financing exports. Permission has been granted for the ac- 
ceptance of $250 million of foreign purchasing power to dispose of surplus com- 
modities that cannot find dollar markets. This is an experiment only, and much 
will depend on its suecess. More is needed than the disposal of the surplus com- 
modities at present exceeding storage capacity. The sterling received for their 
purchase must also find a method of disposal. Prior to 1939, the New York 
money market was able to find an efficient use for the sterling then used to pur- 
chase a large portion of exports from the United States. It will probably be nec- 
essary to restore the exchange techniques then used for converting the sterling in 
possession of the United States into dollars or for purchasing raw materials from 
the sterling area 

But, quite apart from the possibility of using sterling purchasing power to 
finance exports from the United States, a large increase in the international cir- 
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culation of dollars is essential. This can be effected by three methods, a drastic 
lowering of tariffs, a return to the pre-1929 system of the systematic issue of for- 
eign loans on a large scale, or by a rise in the price of gold. A drastic rise in 
tariffs is not here considered as it is outside the range of practical politics. 

Conditions are not propitious for a wholesale resumption of foreign lending. 
The heavy losses experienced on the foreign loans issued in the 1920's still have 
a deterrent effect. The sponsored loans by the World International Bank and 
the Import and Export Bank are not sufficient to make a material addition to 
overseas dollars. A continuous series of large private foreign loans would be 
necessary for this purpose. But neither the returns nor the security of such loans 
are attractive. A large number of risks, in addition to those of the loans issued 
in the 1920's, have to be faced. Nationalization, veiled confiscation, blocked 
exchanges preventing the payment of the interest earned on foreign loans, have 
now to be added to the previous risks of foreign lending. It is very doubtful 
whether foreign loans will add sufficiently to the volume of overseas dollars to 
have an appreciable effect in stimulating exports. 

There remains the expedient of a rise in the dollar price of gold. This ex- 
pedient was tried in 1954 with excellent effects. It is contended that present 
conditions are so widely different from those of 20 years ago that the precedent 
is of no value. True, conditions are different. Then, prices were low and un- 
remunerative. Now, prices are high and fluctuating. But in one important 
respect, the problem is practically the same as in 1934. Then, it was necessary 
to increase the volume of overseas dollars to cure a slump in the export indus- 
tries. Now, it is equally necessary to increase the volume of overseas dollars to 
prevent a threatened fall in exports. The two problems are sufficiently similar 
to justify an examination of the earlier precedent. 

The withdrawal of foreign loans between 1929 and 1931, and the cessation of 
the issue of further foreign loans, caused a serious deflation of overseas dollars. 
But not only was the volume of overseas dollars greatly depleted, it was diverted 
from the purchase of exports from the United States by the low price of gold. 
Britain and Western Europe had raised the price of gold in 1933 by 50 percent 
above its gold standard price, and the price was still rising. But the gold stand- 
ard price of $20.67 an ounce still continued in the United States. Gold was ex- 
tremely cheap compared with dollar goods. An excessive proportion of over- 
seas dollars was purchasing gold because it was cheap, and neglecting to pur- 
chase dollar exports because they were, in comparison, very dear. 

This anomaly was corrected by raising the price of gold from $20.67 an ounce 
to $35 an ounce. The effect was immediate. The holders of overseas dollars 
reduced their purchases of dearer gold, and transferred their purchases to 
exports from the United States. For a time there was a reduction in the rate 
of expansion of the gold reserve. but the increased exports expanded the volume 
of overseas dollars. As the increased price of gold had restored the equilibrium 
between gold prices and commodity prices, a more natural proportion of overseas 
dollars was able to purchase gold at the enhanced price and continue the building 
of the gold reserve. Moreover, the increased price of gold had increased the 
dollar value of the gold reserve by 70 percent. 

Something similar would happen now if the price of gold were raised, shall we 
say to $50 an ounce. Overseas dollars are now very scarce, and an undue pro- 
portion of this small volume of dollar purchasing power is being diverted away 
from the purchase of dollar exports, and used for the purchase of gold, by the 
cheapness of gold as compared with commodity exports. <A rise in the price of 
gold would counteract this tendency and divert overseas dollars from the pur- 
chase of gold to the purchase of wheat, tobacco, raw cotton, and other commod- 
ities tending to become surplus on account of the shortage of overseas dollar 
purchasing power. The threatened recession of exports would be averted. 

The temporary suspension of the increase in the gold reserve would not be 
important. The change in the price of gold would increase its dollar value by 
43 percent. The increase in exports would raise the volume of overseas dollars, 
and a more natural proportion of this purchasing power would resume the pur- 
chase of gold at the higher price. 

A rise in the price of gold to $50 an ounce has been suggested. The exact figure 
to which the price shonld be raised is a matter of statistical determination. 
The rise in the price level of commodities, either since 1984 when the present 
dollar price of gold was fixed, or from 1944, when the Bretton Woods Agreement 
extended this dollar price to other countries, should first be calculated. The 
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price of gold should then be determined so as to equate with the increased price 
level of commodities, Estimates of the necessary price range from $50 to $70 
an ounce. An English economist may perhaps be excused from giving an exact 
figure, the determination of which depends on a careful computation of dollar 
prices. 


Sioat, Caiv., March 31, 1954. 
Senator Jonn W. BrRIcKER, 
Chairman, Senate Committee on Currency and Banking, 
Senate Office Building, Washington, D. C. 

Action now on gold is of major importance to western mining. Continued 
delay and evasion of gold will end up the worst scandal in United States history 
Strongly urge passage Senate bill No. 13. 

Dwyer H. SKEMP, 
President, Plumas County Chapter, W. M. C. 





STATEMENT oF Reip TAYLOR, MITCHELL, HurcuHiIns & Co., CHICAGO, ILL. 


WHO’S AFRAID OF GOLD AND WHY? 


“No, we have no intention of raising the price of gold.” 

“The price of gold will definitely not be raised.” 

“Any course other than holding firmly to the present gold price and value of 
the dollar should be banished from our thought.” 

“The price of gold will definitely not be raised.” 

Such are statements emanating from Treasury officials, the Federal Reserve 
Board, and others in the financial field. It appears that they are determined 
to stop all discussion of this important question, as if apprehensive of some im- 
pending development contrary to their interests. The echo from the above is 
reiterated again and again in newspaper columns and editorials and in invest- 
ment advisory services which presume to advise their clients far-sightedly. So 
that’s that, and any thought of recognizing a higher price for gold is meant to 
be disposed of once and for all. 

But why is the issue of a free gold market never mentioned by any of our 
public officials? Why are our bankers silent on this issue? Why has the Inter- 
national Monetary Fund opposed a free market for gold? And why have various 
monetary organizations fallen right in line? 

Now the truth of the matter is that no one living can say what is the real 
price for gold in terms of our paper dollar because no one can say how much 
our dollar has fallen in value during the last 20 years as a result of the profligate 
administration of our affairs. No one ever will know until those in authority at 
Washington are faithful to their trust and out of common honesty allow a free 
market for gold to function and reveal the truth. Until this is done the doors 
will be wide open to further extravagance in government and further loss in 
the purchasing power of our dollar. It is not the higher price of gold that we 
need to fear. It is the uncertainty as to the real value of our dollar. It is 
the complacency with which we accept the fiction of a 59¢ dollar, or in other 
words a $35 price for gold. The longer the Government continues to hold the 
gold as a useless hoard at Fort Knox and bury the evidence of a depreciating 
dollar the more uncertain will be the future value of our dollar and the higher 
will be the eventual price of gold in terms of the dollar. 

It is regrettable that there is a disposition in Washington to consider other 
matters of more pressing importance than this protection of the purchasing 
power of the savings and the pensions and the insurance of the American citizen 
whose really vital interests have been forgotten for so long. What diabolical 
unseen hand guides us to spend billions to contain communism abroad and thus 
pave the way for communism to take over right here in our own country through 
the debauchery of our currency? The greatest bulwark against communism in 
this country is the ability of the little fellow to earn, accumulate, and save for 
himself and for the protection of his family and succeeding generations. We 
are destroying that ability slowly and surely with a gradually eroding dollar. 
It has already robbed him of one-half his savings during the last 10 years. 
Every buyer of a Government bond knows this. Even now all evidence points 
to an acceleration of this trend toward a dollar of diminishing value. The cost 
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of living has actually edged upwards during the last year in the face of declining 
commodity prices. 


THE EVIDENCE OF A DEPRECIATING DOLLAR BURIED AT FORT KNOX 


Twenty years ago those in authority down at Washington turned this Nation 
definitely away from the principles upon which it was founded, a government 
designed solely for the protection of our shores and for the maintenance of 
law and order and justice, and therefore one of frugality and integrity. They 
turned it away in a deliberate and misguided attempt to destroy that system of 
free enterprise which through lack of interference had given men the spark of 
ambition and built up the wealth of a nation. They saw in the miseries caused 
by a depression a chance to exploit the mistakes of a previous administration 
of government. They saw an opportunity to set themselves up as the champions 
of the common people in a way that would gradually give them more and more 
power over the lives of all citizens. This was the old European concept of 
government which our forefathers came over here to get away from, that those 
who managed to get on top were entitled to rule by law if it suited their 
purpose; if not, by mandate and a judiciary under their control. 

True to form, and at the very outset, the keynote of such a philosophy of 
government was sounded in the repudiation of government promises. Princi- 
ples were laid aside. To accomplish their purpose they must acquire and use 
the accumulated wealth of the Nation, the people’s own money, without those 
citizens being too conscious of what was going on. They must spend and spend 
and tax and tax to create an illusion of prosperity. This was to convince the 
great mass of voters that those in authority and the type of government they 
had brought into being should be retained indefinitely. The people would, 
because of their new-found ability to acquire the material things of life then 
say and believe, “We never had it so good.” Augustus Caesar way back before 
the birth of Christ used similar methods. The people, then as now, lived on 
borrowed time with no thought of where it was leading them. 

An unscrupulous tyrant of the middle ages, such as Henry the Highth, would 
have stolen the money from his subjects openly by shaving the edges of the 
gold coins or by making a direct capital levy to satisfy his personal ambitions. 
Our so-called modern money system, however, has made the process far more 
simple for those who rule but less obvious to the unwary public who are com- 
pelled by law to accept paper money of no intrinsic value. We might also add 
this modern money system has made the process far more simple for those 
who rule because the public are led to believe that money and gold are too 
complicated for them to even bother to try to understand. 

So, what were the steps to be taken to carry out this plot against our existing 
order of society? You have read in a detective story what is done by the indi- 
vidual with a diseased mind who deliberately plans his so-called perfect crime. 
His first thought is naturally to bury all the evidence and devise some method 
to throw any sleuths off his trail. Drugging the victim might be a very 
necessary precaution. 

Let us go back now, and trace the various steps taken by those in authority at 
Washington to bury the evidence of a depreciating dollar which is always the 
telltale evidence of unsound monetary policies accompanying extravagance and 
corruption in government. First, under the plea of “emergency” (note this 
drug was used repeatedly), the Government went back on its promise to its 
citizens to pay gold on demand in exchange for paper money. This permitted 
the dollar’s value to be undermined. It then forced those citizens under heavy 
penalty to give up what gold they might have in their possession. This was 
seizure without due process of law. Then it prohibited them from buying gold 
at any price whatsoever. This was a freedom which the French peasant, the 
Mexican peon, and even the Chinese coolie has never been denied. But those 
who plotted to overthrow the existing order in this country planned to leave no 
loopholes. If the crime was to be perfectly carried out, in a rich and vigorous 
country like the United States, all the evidence must be destroyed. In this 
way, all opposition was to be eliminated, and the power of those who pulled 
the punpet strings would be complete. 

So. the gold was buried at Fort Knox and with it all the evidence of a depre- 
ciating dollar. Then, and note this well, after all the gold in the country was 
thus corralled, the price was bid up arbitrarily to $35 an ounce and it was 
broadcast that the dollar was in this way devalued to 59 percent of its former 
value. This instance of bidding up the price of gold, the necessity of which has 
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heen questioned, is, of course, the reason why any suggestion of such high- 
handed action again aroused alarm in the minds of so many people. The two 
situations, however, have no parallel in fact, as will be pointed out later. The 
important point to note here is that the gold of the country was all buried at 
Fort Knox and has been kept sterile ever since. It has not been allowed to 
function as it should, to serve as a warning to the American citizen that his 
money is losing value. This was done deliberately, with the purpose of keeping 
the public in the dark over succeeding years as to the value of their money. 
All they can see now is what the arch money schemers want them to see—the 
appearance of prosperity all around them, built upon the precarious foundation 
of a fantastic Government debt and the ever-increasing supply of paper money 
based on those debts. Thus, the doors are wide open to unlimited spending, 
unlimited inflation, and unlimited and continual devaluation of the dollar. 


tHE $35 GOLD PRICE IS UNDERMINING OUR DOLLAR AND IS A HOAX TO CONFUSE AND 
MISLEAD 


As pointed out previously, the case for a higher gold price 20 years ago has 
no parallel in the present situation. That was without execption the blackest 
page in our financial history. That was an arbitrary and capricious procedure, 
supposedly to raise the price structure and to relieve the debtor of his full obliga- 
tions. It had no basis in the law of supply and demand as far as gold was con, 
cerned, The manipulation was possible because the Government had practically 
cornered the gold market. It remained for the spending and taxing and easy 
money policies of subsequent years to dissipate the wealth of the Nation and 
accomplish the original purpose. And now, with the price structure high be- 
cause of the greatly expanded money supply and with a government debt which 
has soared from 22 billion to 275 billion, we cling to the fiction of a 59 cent 
dollar as though the soundness of our dollar depended upon it whereas the exact 
reverse is true. 

The $385 price has actually undermined the soundness of our dollar. This it 
has done by discouraging the production of gold and by driving it way from our 
shores and into hiding right at a time when it is needed to provide a broader 
base for the greatly expanded supply of paper money. That the price is un- 
realistic should be obvious to anyone who will study the facts. 

Why else has the gold production of the world declined from around 114 
billion dollars annually to around 800 million annually during the last 10 years? 
And did you know that up until 5 years ago the amount of gold absorbed by the 
various governments of the world for monetary purposes closely paralled the 
yearly production of new gold? How can yeu explain the fact that, during 
the last 5 years, less and less gold has found its way into governmental chan- 
nels, and that last vear Government stocks of gold actually declined 100 mil- 
lion dollars while SOO million was taken out of the ground? How else can you 
explain the fact that all our domestic production of gold was purchased by 
industry last year? None of it was taken into our own so-called monetary 
stock. How else can you explain that the gold hoard at Fort Knox is only 150 
million larger than 10 years ago, during which time some 8 billion dollars in 
gold have been produced in the world? Does this look like we are “holding the 
bas” and like the United States is the only buyer as some would have you 
believe? That a large part of that 8 billion has gone into hiding and into the 
hands of speculators, is a scathing indictment of our foolhardy monetary policy 
at a time when we should hé leading the world back to a sound currency basis. 

The arbitrary $35 price for gold has not only undermined the soundness of 
the dollar directly, it has undermined it indirectly by acting as a coverup to 
mislead and confuse the whole gold price issue, and thus postpone the return to 
a sound dollar. Some well-intentioned people who believe in sound money are 
calling for a return to the gold standard at the $35 price for gold, with the idea 
that there has been enough tampering with our dollar and that the gold stock 
is sufficient to resume specie payments. This is highly questionable, considering 
the extent to which confidence has been undermined by a continuance of extrava- 
gant Government spending on a wartime scale with no apparent intention of a 
return to sanity. 

That such a move would be hazardous should be plain enough from the evi- 
dence cited above that the $35 price is completely out of line with realities. 
But why be afraid of a free gold market to reveal the facts and establish the 
proper price? There is ample precedent for such a procedure. We were faced 
with the same problem after the Civil War when the greenbacks were issued. 
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Did John Sherman, who was then Secretary of the Treasury, abhor the thought 
of gold going up in price in terms of greenbacks. Did he yield to the great hue 
and cry that only the speculators and the gold miners would profit by a free 
market? Did he entertain any notions that either he or anyone else should 
have a free hand to regulate the money supply in case there should at any time 
be unemployment? Did he pretend that he or anyone else was wise enough to 
keep the purchasing power of the dollar the same from one year to the next? 
No. He knew the only honest money was money redeemable in gold. And that 
means “hard” money. He recognized the necessity of a free gold market to re- 
veal the truth about irredeemable money. He recognized the function of gold 
to guide the Nation back to a sound currency basis. So, a free market was 
opened and gold sold as high as $50 an ounce. As confidence returned this 
premium narrowed. When the date was finally set for resumption of specie 
payments the premium had disappeared entirely and no one presented any paper 
money for gold. To the far-sightedness of men as John Sherman, succeeding 
generations owe a debt of lasting gratitude. 

Right here, it might be helpful to consider seriously England’s mistake in re- 
turning to gold at a lower price than was indicated by a free market. When the 
pound sterling was decontrolled and a free market for gold opened in late 1919, 
gold immediately sold at a premium of 50 percent. As confidence returned this 
premium narrowed down, and during the years previous to England’s return 
to gold, in 1925, it hovered around 10 percent. Instead of recognizing the lower 
value indicated for her money by this higher price for gold in the free market, 
her leaders, through pride or otherwise, disregarded this verdict of the free 
market. They took it upon themselves to fix the price of gold at the lower level 
which prevailed before the war and thus arbitrarily up-valued the pound sterling, 
This meant that immediately her goods were that much higher in price to the 
foreigner who must buy English money with his own money. England has been 
on the defensive ever since, trying to maintain employment in her export in- 
dustries and trying to protect her gold reserves. Some high English authorities 
have since recognized this blunder, but too late to correct a deteriorating 
economy. This should be an object lesson to those in this country who believe 
we can go back on gold at $35 an ounce without even considering the verdict of a 
free market. 

What informed person who believes in sound money and who has the future 
good of his country at heart can honestly believe that the opening of a free gold 
market should longer be delayed? Note that in the above instances there was 
no delay in recognizing the function of gold to reestablish the value of the cur- 
rency and restore confidence in it as soon as the wars were over. We have not 
only fought the most costly war in all history but we have continued to dissipate 
our substances at a wartime seale for 8 long years and no end is in sight, 
There will be an end, but it will be complete bankruptcy unless we soon recognize 
the danger of our present course. And make no mistake about it. 

Bankruptcy means the wiping out of all debts through worthless currency. 

Yes, it means Government bonds will become worthless, mortgages will be 
come worthless, savings will be wiped out, pensions will be gone, and social 
security too. These are all only obligations to pay legal tender dollars.’ It is 
a tragic thing that the “con” game of money magic can fasten its hold upon a 
people to the point where running paper through a printing press can establish 
value to a paper money irrespective of the quantity issued. There was a time 
when people viewed with alarm the suggestion that the administration in 
power had plans to extend the WPA to a world affar. That was when the 
Nation’s budget was $4 billion a year. There were predictions of a 10 cent 
dollar as the capital levy or money confiscation which would be hung around 
the necks of the American people, in that event. Yet, no one at that time could 
have believed that the Nation’s substance would be thrown away with such 
complete abandon. Now, we take it all as a matter of course. We are drugged 
by the transitory but exhilarating effect of an increasing supply of dollars based 
on I. O. U.’s which can never be paid off. We are led, or rather misled, to 
believe that these dollars can retain their value irrespective of the quantity 
issued, and that we must abhor all thought of gold having a greater scarcity 
value than that fixed 20 years ago by the flip of a coin. 

We are even told in a recent bulletin of one of our big international banking 
houses, that “Any other course than holding firmly to the present gold price 





1A careful reading of the fine print on a $10 or $20 bill is suggested. 
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and value of the dollar should be banished from our thought,” as adding more 
fuel to the fires of inflation. Again, we are told in so many words that if you 
do not accept the discipline of the paper dollar with its stated par value of 59 cents, 
and gold at $35 an ounce, as a stable standard of value, there is no point in 
having a standard at all. It is contended that if you allow gold to go up in 
price you are changing the standard. Just how distorted can reasoning be- 
come anyway? Is it any wonder that the poor American citizen is confused 
when those to whom he would naturally look for guidance go to such lengths 
to mislead him? Where is the discipline in an open end dollar with no call on 
gold and one which therefore gives license to such Government extravagances 
as we have had during recent years? After all, is it the gold which is going 
up, or does it only appear that way because the paper dollar has gone down in 
value? If you are on a raft in the middle of the lake and the raft begins to sink 
would you say the level of the lake was going up or does it only seem that way 
because you are sinking? Does the sun go up and down or does it only seem 
that way because the earth is moving? Don’t be taken in by the ruse that paper 
money with no tie to gold can ever be a stable standard of value. 

We are also expected to believe that a higher valuation or an increase in our 
gold stock would be inflationary. Why would a broader base for our greatly 
expanded paper currency be inflationary if it were used as a real backing for 
the dollar instead of a theoretical one as at present? After all, it is the un- 
certainty of the present value of the dollar and the doubt about its future which 
fans the fires of inflation. The Federal Reserve has ample powers at its disposal 
to counteract any unwise expansion of loans to business if they should occur as 
a result of a larger gold stock. In fact it would seem that this is the only way 
they will ever be able to get out from under their present vast holdings of Govern- 
ment bonds which have been such a dilemma. Just as the operation of the Fed- 
eral Reserve in buying Government bonds monetizes the Government debt by 
throwing more money into circulation, so the selling of these same bonds de- 
monetizes the Government debt by reducing money in circulation. Aside from 
all this, loans for business purposes can under no circumstances have the infla- 
tionary hazards of unlimited loans to the Government. Business credit expansion 
liquidates itself but currency inflation never does. 

Anyone who believes in common honesty in Government should be eager to see 
gold function freely to disclose the present value of our dollar. There is nothing 
to fear in an initially higher price for gold under such circumstances. It is the 
necessary preliminary step to a return to an honest dollar. To say that a higher 
price for gold in terms of a paper dollar conceived in such dishonesty is inflation- 
ary and “unthinkable” is to be taken in by this hoax of a 59 cents dollar or it 
is to approve in its entirety the deliberate inflationary policies which have been 
pursued over the past 20 years and to call for their continuance indefinitely. 


ONLY A FREE MARKET FOR GOLD WILL SAVE OUR NATION 


Are you one of the many people who say “Gold is outmoded"? 

Are you one of the many people who in this “new era” do not take seriously 
the lessons of the past regarding irredeemable money? 

Are you one of these individuals who exclaim, “I don’t even want to think 
about gold?’ 

Or are you one of the younger generation who simply say, “What good is go)d?” 
If so, it is not surprising. Apparently there has been much inspired propaganda 
to instill these ideas in the minds of the American people for reasons indicated 
in the previous article, “Who's Afraid of Gold and Why?” 

Yes. All the true values of life appear to be burning very dimly. All the 
emphasis is on the glare of today and tomorrow. We demand more pay for 
less work. The future of our country is of no concern as long as we think we 
have security ourselves. Building weapons of destruction is desirable because of 
the fleeting prosperity it brings. - Spending is more desirable than saving. It 
almost appears that it doesn’t pay to be honest anymore. All this goes hand in 
hand with fiat money. 

But men do always come back to the true and permanent values in life. All 
down through the ages gold has retained its value as a treasure eagerly sought 
by man but difficult to procure. “The eternal quality of its indestructibility im- 
parts a security in perpetuity for which mankind is ever seeking. Until such 
time as some other form of money which cannot be debased is found, or until 
the pledge of both governments and individuals can be accepted as inviolate 
under all conditions, gold will become as it has in the past, progressively more 
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valuable in terms of promises to pay.” This is a profound statement of fact 
taken from a letter written by the late J. P. Bickell of McIntyre Porcupine Mines, 
Ltd. It should be read and reread to grasp its full significance. 

The Eisenhower platform promised the return to a sound dollar backed by gold. 
Recently, we have been told by our authorities at Washington that we do not want 
“hard” money, which of course means money redeemable in gold to guarantee its 
intrinsic value. Instead, we are now promised an “honest dollar” whose pur- 
chasing power will be kept the same next year as this year. It is intimated how- 
ever, that in case of a change in business conditions and unemployment, these of- 
ticials should have a free hand and not be restricted by a rigid gold standard. In 
other words, artificial stimulation of the economy and political expediency will 
become of greater importance than maintaining the dollar as a true measure of 
value. Reread the above quotation from Mr. Bickell and see how far away 
we are to-day from that ideal situation in which gold could be displaced. 

We have a Federal Reserve to assure the smooth functioning of our banking 
system and to protect our banks in times of crisis. We have a Federal Deposit 
Insurance Corporation to insure deposits up to $10,000 as a protection to the pub- 
lic. By what strange logic is the guaranty of the return of the same number of 
dollars important if there is no guaranty of the value of the dollars to be re- 
turned? A dollar backed by gold carries with it the discipline of sound banking, 
and honesty to the depositor. A dollar such as we now have with no real tie to 
gold encourages loose banking practices and makes the protective functions of the 
above institutions a complete farce from the standpoint of the savings depositor. 
Yes, he lost about $2 billion through bank failures from 1920 to 1933, but since 
that time the value of the dollar deposited has depreciated many times that 
amount. 

Paper money is simply too easy to create. The lure and magic of seemingly be- 
ing able to get something for nothing is overpowering in its influence on other- 
wise intelligent people. We can continue to dissipate billions abroad because the 
individual does not seem to be too much affected. As long as business activity 
continues at a high rate, with such artificial stimulation, most people will have 
faith in their Government and the deterioration in the money will not be too 
readily apparent. However, as soon as recession and unemployment threaten, 
the antidote will always be more and more easy money. If gold is not allowed 
to function to disclose to the people what is happening, the declining value of the 
dollar will be belatedly recognized by a tragic flight into anything and every- 
thing of intrinsic worth. Then, the rude awakening will come, and the truth 
about gold and paper money will finally come out in the open. Hints of this se- 
qeunce of events are already beginning to appear. Not since 1983 has there been 
such an obvious pump-priming operation as the recent open market buying of 
Government bonds by the Federal Reserve to throw money out into circulation. 

In all history there is not one example of paper money having retained its 
value for more than a brief period. Gold has never failed to come out on top. 
It has never lost a battle to paper money. A glance at the 75th annual report 
on the great Homestake Mine will help one to visualize the reason. From the 
opening of the mine until the present day 81 million tons of ore have been 
milled. All the gold extracted from this vast quantity of ore would only fill 
a vault 10.6 feet high, wide, and deep. Contrast the extreme effort necessary 
to produce gold with the ease with which paper money can be printed and 
multipled by simply increasing government debt when a nation is bent upon 
spending itself into oblivion. It is easy to understand why gold retains its value 
at all times whereas paper money, unless redeemable into gold, retains its value 
only so long as people have faith in their government. And people do not have 
faith in governments very long unless they remain frugal and confine their 
activities to their proper sphere, the maintenance of law and order and justice, 
and the protection of their people in time of war. 

We often hear it said, “What good is a gold standard if we scuttle it as soon 
as things get tough?’ May we ask, what good is irredeemable money if it 
retains its value only so long as governments remain frugal? Under such logic 
what good is any law if those whom we elect to administer the law turn out 
to be the type who have no respect for law? When gold is free to function, 
the demand for gold serves as a warning of impending trouble, just as a ther- 
mometer warns you of approaching sickness, or just as a radar system warns 
you of the approach of the enemy. Neither the thermometer nor the radar will 
protect you. That is your responsibility. But gold in a free market not only 
warns you but also protects the public. It serves as a check against the abuse 
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of privilege on the part of those in authority who do not like to see the weakness 
of their financial policies paraded in the market place. Yes, we should elect 
public servants that we can trust, but we don’t. Administrators who have the 
good of their country at heart are always completely in accord with a gold stand- 
ard. Any other type of administrator should be held in check by gold. The 
gold standard is synonymous with truth and honesty in government. That we 
depart from it in war emergencies is only an admission that the wealth of the 
Nation, your savings and mine, are being confiscated through issuance of paper 
money. It may be questioned whether it is necessary even at such times. War 
is the excuse, but only because it gives license to extravagance. To depart from 
gold permanently during peacetime is an admission that we are condoning a 
continual confiscation of the savings of our people. 

What we need today is some clear thinking along these lines. There is very 
little attempt on the part of the public to even bother to try to understand the 
reason for a gold standard. The deterioration of a paper currency in its early 
stages is gradual and insidious in that it creates a false sense of prosperity for 
one group of our citizens mostly at the expense of another group, due to the rapid 
turnover of paper money, a phenomenon which feeds and maintains itself entirely 
on an open end and continuous devaluation of the dollar. They had this in Ger- 
many. They had it in France. We may consider ourselves above the end re- 
sults in those countries because of our wealth and our capacity to produce. 
But, ocnsider also that we are traveling at a fantastic pace with absolutely no 
check on Government extravagance such as a free gold market would provide, 
and did provide in other countries, and consider that a whole new generation has 
been brought up without any understanding of the protecting function of gold. 

There will be no popular demand for a return to sound money. This is un- 
fortunate but this is so often the case with an issue which is of such vital im- 
portance to every one. There is not even any guidance where it should be ex- 
pected in banking circles. Nor has there been since the death of Joseph Stagg 
Lawrence of the Empire Trust Co., who is deserving of a real tribute for his 
honest and fearless presentation of the dangers of our present course. So, it will 
take an enlightened Government leadership, and one with vision, to save our 
Nation from an eventual disastrous situation through depreciation of the cur- 
rency. The danger is that we as a Nation will be so anxious to prevent deflation 
that we will continue along present inflationary policies which are sure to lead 
to eventual repudiation and fantastic prices for gold. Deflation is, after all, 
the lesser of the two evils because, no matter how it hurts at the time, it is a 
natural corrective and establishes a sound basis for recovery. From the ravages 
of long persisted-in inflationary policies such as have been practiced for years 
in some foreign countries, there is no real recovery. 

Those in authority at Washington have pledged a balanced budget, a reduc- 
tion in expenditures, lower taxes, and a free economy. Now, if we intend to put 
our house in order, if we intend as a Nation to live within our means, we must 
build a solid foundation to our structure. We must return to honesty in finance. 
This means allowing interest rates to seek their natural levels. It means the 
removal of price controls. But it means more than this. There can be no per- 
manence to any of these accomplishments if we build on the quicksands of a 
dollar whose value is to be governed by political expediency. We must return 
to gold. The Bible says “Know the truth and the truth shall make you free.” 
Nowhere is this more applicable than in money matters. Allowing gold to 
function is revealing the truth of the awesome capital levy which has been 
exacted from the American people. Until those in authority at Washington open 
a free gold market there will be no assurance that they desire or intend to stop 
current inflationary policies. : 


4 FREE MARKET FOR THE GOOD OF ALL CITIZENS AND NOT JUST THE GOLD MINER 


The issue of a free gold market, even though it means a higher gold price, 
transcends in importance the interests of any individual groups or any individual 
countries which might incidentally be directly helped by it. It is for the good of 
all citizens, and our leadership on this issue can even lead to betterment for 
the peoples of other nations, by restoring order out of present chaotie world 
currency conditions. Don’t let yourself be taken in by the parrotlike chatter 
that “The only people who would benefit would be the gold miners.” This is, 
of course, a complete distortion of the facts. It has no bearing on the question 
at issue anyway. Don’t be fooled by the superficial reasoning that Russia would 
be a chief beneficiary. This Russian bugaboo is always brought out when other 
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arguments fail. Russia’s one big opportunity lies in our present paper dollar 
with no tie to gold, because it permits dissipation of our wealth and is the one 
sure means of creating the chaos and disillusionment certain to undermine the 
capitalistic system. The issue is far broader even than its benefit to the English 
Commonwealth of Nations which with their large gold production would, of 
course, be helped. Certainly, the price of gold should not be raised arbitrarily 
as long as it lies sterile at Fort Knox and the American citizen has no call on it. 
Obviously, this would be only a repetition of the arbitrary devaluation of the 
1983 to 1935 period. But a free gold market would help the English nations to 
settle their own trade balances and thus stand on their own feet. Can any 
fairminded person contend that such aid in solving England’s problem wouldn't 
be more practical and have more lasting effect than our present giveaway pro- 
gram? And, remember, this giveaway program is only possible because our 
dollar is being continuously depreciated without official recognition. Yes, 
England would benefit, but what is of more importance the poor forgotten 
American citizen would be the greatest beneficiary of all. Certainly it is not 
of his own choice, nor does he realize that he is having his substance taken away 
from him by such devious and unscrupulous methods. 

Possibly it might be in order to add here that the issue of a free gold market is 
far and away broader than the vested interests of some misguided financial 
groups who see a continued benefit to themselves in maintaining the present 
illusion of prosperity with a floating dollar as the apparent standard of value. 

Allowing the American citizen to buy gold freely as a preliminary step to a 
return to a convertible dollar would force a return to sane government and would 
give protection to the widows and pensioners, to institutions, and to the little 
fellow who is having such difficulty meeting his monthly bills. These are the 
groups which some profess to be so worried about if gold is allowed to go up, 
or, in other words, if it is allowed to reflect what has already been taken 
away through depreciation of the dollar. Is it not better to face the fact that a 
capital levy of some $125 billion has already been made against the insurance 
policies, the savings accounts, and the savings bonds of the American wage 
earner? Or is it better to maintain the illusion of the status quo and run the 
grave risk of an increasing capital levy and an increasing tax against the little 
fellow who is even now having such a hard time to make ends meet because 
of the declining purchasing power of the only dollar he is permitted to have 
according to law? , 

One individual who has been prominently before the public eye as a currency 
authority recently came out with the astounding admission that he has con- 
cluded that it would not be wise to return to gold coinage because it would dis- 
close the dishonesty of our present dollar valuation, that the people would be 
better off not to know the truth since it would destroy their faith in their 
Jovernment. This is the deplorable state of affairs which we have been led into 
by those who would have you believe that a paper dollar with no tie to gold can 
be a standard of value. The average citizen has been so successfully and com- 
pletely insulated from gold for the last 20 years that he is gullible, and, judging 
from the great hue and cry which goes up every time a higher price for gold is 
mentioned, it is not intended that he shall learn the simple law of money, that 
gold is the only dependable standard, except through bitter experience and until 
it is too late. Yes it appears that gold goes up in price but only because cur 
rencies are going down in value. 


FREE GOLD MARKET WILL STIMULATE WORLD TRADE 


We hear many lengthy discussions on the reasons for the world’s economic 
ills. They always end up with the restrictive trade practices, the blocked 
currencies, the inability to convert one currency into another. Numerous 
remedies are suggested to correct such inequities but always with our paper 
dollar and the loan of our gold as the basis. The International Monetary Fund 
which was set in motion supposedly in an attempt to help nations with un- 
favorable trade balances to bridge the “dollar gap” has been about as success- 
ful in this goal as have our authorities in this country in fighting inflation and 
for the same basic reason, namely that there is no disposition to get at the 
root of the problem, which, of course, in both instances is the free functioning 
of gold. Some would have you believe that dollar reserves can take the place 
of gold as did sterling in years gone by. England got along with small gold 
reserves because of confidence in the pound built up over many generations of 
sound finance and free trade. We still have much to learn from England 
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before our dollar can be in like manner considered a satisfactory liquid reserve 
for other nations. This is true because our restrictive trade policies have 
created a dollar shortage. It is true because there is not the confidence in our 
dollar, and never will be as long as it is not tied to gold internally as well as 
externally. 

The world is hobbling along today doing its best to carry on three times as 
much trade as before the war with monetary stocks only one-third higher than 
before the war. Largely because the United States has discouraged the pro- 
duction of gold all over the world by its gold price-fixing policy, what has been 
produced has gone increasingly into the hands of hoarders. These moneywise 
people know that its ultimate value in terms of all currencies will be greatly 
increased by this induced scarcity. So what do we have? We have world trade 
stifled at every turn because currencies are held at artificial levels, levels in 
which there is no confidence. Nations are guided more by the necessity of 
protecting reserves than the desirability of facilitating trade. The dollar, of 
course, is blocked at an artificial level for a less admirable reason, as explained 
above, but it is blocked nevertheless and it acts as a road block to foreign trade 
except as we give it away. 

Now, with a free market in gold and the higher price which would naturally 
result, a normal production of gold would be resumed and gold would gradually 
come out of hiding to find its way into monetary channels where it is so sorely 
needed for currency reserves. Gold, as the great common denominator of all 
currencies, is the very life-blood of foreign trade. It is the only medium of 
exchange. in which there is universal confidence under all conditions. The 
American-inspired International Monetary Fund was doomed to failure from 
its very inception, in that it did not recognize the importance of this great 
common denominator to establish the truth about the status of currencies. But 
those who directed the International Monetary Fund apparently were not inter- 
ested in the truth. And, what could you expect from an organization which 
after the dislocations of a great war, would attempt to hold the currencies of the 
world at fixed levels to each other irrespective of internal finances and export 
balances? If this organization had set out to hinder trade it could hardly have 
done a better job. When currencies are realistically appraised in terms of gold 
and gold is allowed to function freely, trade becomes multilateral and world- 
wide. Reciprocal trade agreements, and agreements between two nations with 
artificial currency valuations, in spite of subsidies of one form or another, are 
little better than ancient methods of barter. 

The same nearsighted type of reasoning is used by one of our banking institu- 
tions which seems to be working hand in hand with the International Monetary 
Fund to justify the status quo. We are told that the principal gain from a 
higher price for gold would accrue to those countries which already have the 
large stocks of geld, and so the nations of the world would be left in the same 
relative position that they are today. This, of course, presupposes that we are 
going to continue to hobble along as at present with the handicaps of blocked 
paper currencies. Any action which restores confidence in a currency tends to 
bring gold out of hoarding in that country, and it is in the very countries where 
hoarding is greatest that gold is in short supply for monetary purposes. 


rite INTERNATIONAL MONETARY FUND INADVERTENTLY ADMITS THE TRUTH 


Dut even the International Monetary Fund, conceived as it was under rather 
questionable circumstances, and with a record of accomplishments quite evidently 
conforming to the designs of its chief sponsors, has finally been maneuvered 
into the uncomfortable position of admitting a very real truth, namely that 
the troubles of the world are due fundamentally to the failure of nations to live 
within their means. This is interesting coming from an agency incubated in the 
new era philosophy based on the theory that spending is more desirable than 
saving. It just goes to show that the truth will finally come out no matter how 
we try to avoid it. 

Why do nations continue along this precarious path of not living within their 
means with their citizens the continual losers through depreciation of their 
currencies? Primarily because currencies are not internally convertible into gold 
for the protection of the people. Instead of leading the world out of the wilder- 


* The evils of such a system are most glaringly apparent where export monopolies exist. 
A cast in point in the Brazilian coffee monopoly where we pay at the official exchange rate 
of 5% cents for the Cruziero when the free market rate is only 2 cents. 
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ness in this respect we are disregarding the lessons of history and following in the 
footsteps of other nations who are already deep in the mire. Internal converti- 
bility of the dollar is studiously avoided in the public utterances of most of our 
public officials. They would have you believe that they will regulate the supply 
of money to maintain a dollar of constant purchasing power. The increasing ex- 
travagances of the past 20 years and our present predicament are an illuminat- 
ing monument to this theory of money management. 

If a few moneywise citizens can voice their disapproval of the financial prac- 
tices of the Government by demanding gold, the weakness of those policies is im- 
mediately displayed in the market place and government extravagance must 
come to a stop to maintain gold reserves. This is a weapon in the hands of an 
intelligent minority of the people. It serves as a check on the extravagances of 
an unscrupulous government. It serves as a check therefore on the unwisdom 
of the majority who busy themselves with their own immediate interests with 
little thought or regard for the future of the Nation. 


THE GOLD STANDARD IS NECESSARY FOR THE SURVIVAL OF OUR SYSTEM OF GOVERN MENT 


We have come a long way in destroying the form of government which made 
this country a happy and secure place in which to live. The free functioning of 
gold and a redeemable currency are the very basis and foundation for a govern- 
ment such as was devised by our forefathers to make sure that the Government 
was controlled for the benefit and protection of the people and that the Govern- 
ment did not enslave the people for its own benefit. Their miserable experiences 
in the old country and over here under autocratic rule caused them to labor long 
and hard to guard against the abuses which are bound to come in if a government 
is either too autocratic or too democratic. In this they were exceedingly far- 
sighted in that they realized a majority rule, which stage we appear to have 
reached today can prove as disastrous to the liberties of a people as an autocratic 
rule, simply because the masses can be swayed at the whims of the unscrupulous. 
They proved themselves to be real statesmen in bringing forth as near to an 
ideal system of government as was ever devised—one of checks and balances. 

The 3 departments, the executive, judicial, and legislative were created as 
separate departments of government and it was never intended that one was 
to encroach upon the funtions of the other. The Chief Executive's tenure of 
office was limited to two 4-year terms by respected tradition. Supreme Court 
Justices were appointed for life by the President. Because of life appointment 
and because no one President would make many appointments during an 8-year 
term the Judges were insulated from outside influence either on the part of the 
Executive or the electorate. The Senators of the Upper House of the Legislature 
were chosen in caucus which served as a check upon unwise legislation of the 
Lower House which was chosen by popular vote. 

One after another of these checks and balances have been removed. A recent 
President has ruled by mandate; he broke the two-term tradition and was thereby 
able to pack the Supreme Court. Congress, with both Houses elected by popular 
vote since Theodore Roosevelt’s time, has proved subservient to the unwisdom 
of the majority and/or the influence of an Executive, and turned over its law- 
making prerogatives to various bureaus. It has yielded its power to declare war 
to the whims of the Executive, and the whims of the masses, which can be easily 
swayed by those who rule. 

It will be exceedingly difficult to reverse the above trends in government, but 
gold can be restored to its proper function and still check our descent into the 
maelstrom of financial bankruptcy. It is to be hoped that those in authority at 
Washington will have the vision to recognize this while an orderly free market 
for gold can be inaugurated, rather than to postpone action until it is forced 
upon them. 


HANDWRITING ON THE WALL SUGGESTS THAT INEXORABLE LAW IS ABOUT TO DEMON- 
STRATE ITS POWER OVER THE VAGARIES OF MONEY MANAGEMENT 
The new era “modern money” experts may think they have pulled down the 
curtain on Gresham's law by cleverly burying gold, but this age-old law is just 
waiting to operate here, as elsewhere. Bad money still tends to drive good money 
out of circulation, one way or another. An initial higher price for gold upon 
opening a free gold market would naturally be in accordance with this law, be- 
cause people would be disposing of bad money for good money until reassured 
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that paper money would be made good. However, if we choose to ignore Nature's 
laws, if we choose to continue along our present course and deprive the American 
people of the right to bid for the gold which is rightfully theirs, as sure as night 
follows day, foreign nations will finally force the issue by drawing down our gold 
in preference to our dollars. 

This would appear to be underway already. It is doubtful whether our Gov- 
ernment could have maintained a $35 price for gold in recent years had it not 
been for the dire situation abroad, the weakness of foreign currencies, the de- 
mand for dollars, and the inability of foreigners to establish favorable trade 
balances with us. But the situation abroad is changing. Foreigners are begin- 
ning to undersell us. If the present trend continues, it will not be long before 
our imports will exceed our exports except for our gifts abroad. It takes time 
for these trends to develop but the handwriting is on the wall. 





OUR DWINDLING GOLD 


Foreign credit balances in this country, or money we owe to foreigners, have 
increased from 5 billion to 9 billion dollars during the last 4 years. And re- 
member, whereas the American citizen has no rights to the gold which is hoarded 
at Fort Knox, the foreigner can convert his dollars into this gold at any time. 
This he has done to the extent of over $1 billion during the last year. The 
Fort Knox gold now stands at approximately $22 billion or down about 2%4 
billion from 4 years ago. However, deducting the 9 billion foreign credit 
balances we owe, the net stands at only 13 billion now as against over 19 billion 
4 years ago. It should also be kept in mind that foreign holdings of stocks and 
bonds and other assets in this country can be sold and converted into gold, 
which may prove to be an additional liability one of these days, and at an 
inopportune time. How much lower can our net gold stock go before it is 
realized that we must stop flooding the world with paper dollars? How much 
lower can it go before we realize the urgency of encouraging gold production 
by raising the price, or creating a free market for gold. The welfare of our 
Nation is in jeopardy. 

There are some natural laws, such as the law of gravity, which we obey in- 
stinctively and without question in order to survive. There are others which 
do not limit our activities so obviously, but which, in the end, we must respect 
if we are to survive. This is true of the law of supply and demand; it is true 
of moral law; and, incidentally, the two are more intimately connected than 
we are accustomed to think. Organized society can carry on and disregard 
these laws for a time with seeming immunity, then creeping paralysis sets in, 
and finally complete confusion. So a nation must in the end conform if it is to 
survive. 

A free market for gold is the first essential of a free economy. A return to 
the gold standard is the second essential. The price structure or the cost of 
living will never be stabilized as long as there is doubt and confusion about the 
value of the dollar as a unit of measure. The recent hasty retreat from a 
feeble attempt to allow interest rates to seek their own level, and the return 
to artificial Government bond prices, are forerunners of a return to complete 
Government price control to paralyze our whole economy. 

Circumstance and natural laws have endowed our Nation with a gold stock 
which is the envy of the entire world. If we are not adept enough to realize 
that the efficient use of gold will rejuvenate our whole economy there are those 
outside our country who do know and respect this power conferred by nature. 
They are just waiting for the opportunity to make use of it. 

In gold there is enormous power for good. Like the sins of an individual the 
sins of a nation and the problems inherited as an aftermath of those sins, will 
be most readily dissolved by the simple moral approach. There can be no sub- 
stitute for honesty. There can be no confidence in the future until we return 
to honesty in Government. A free market for gold in this country will compel 
the Government to be honest with its people and will prevent their eventual 
enslavement by those who are unprincipled. It will restore order out of the 
present chaotic currency situation both here and abroad. It will remove the 
greatest obstacle to a healthy and sound foreign trade the world over and 
therefore go a long way toward preventing a disastrous deflationary spiral. 
How can any man who is informed and sincere say there are other matters 
of more pressing importance? 
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STATEMENT OF TYRE TAYLOR, GENERAL COUNSEL SOUTHERN STaAres INDUSTRIAL 
CoUNCIL 


The Southern States Industrial Council is a regional organization with head- 
quarters in Nashville, Tenn. It has some 3,000 members representing all lines 
of manufacturing, mining, transportation, and banking. These members are dis- 
tributed over the 16 Southern States from Maryland to Texas. 

The council is governed by a board of 5 directors from each State and 10 
chosen at large from outside its territory. It seeks to represent and speak for 
southern industry on those broad, fundamental issues upon which its varied con- 
stituency can reach agreement. 

At its 1953 annual meeting, held at Ponte Vedra, Fla., the board of directors 
of the council adopted a policy statement which favored a return to a convertible 
gold coin standard, and the liquidation of the present managed currency system. 
I should like to day to suggest to this committee some of the reasons which 
prompted this action. 

1. We have never felt very good about it since the Government went off the 
zold standard in 1954—an action which robbed the people of 40 percent of 
their savings. 

One day, the Government’s obligations were payable in gold of a certain 
weight and fineness. Anyone could take his gold certificate to the Treasury and 
cet their face value in gold. 

The next day, this could not be done and it was unlawful for our people to 
have or to own gold. 

Any way you look at it, this was a profoundly immoral if not downright dis- 
honest procedure. It was a repudiation by the Government of its solemn 
promise to pay—not in paper of constantly diminishing value, but in gold. 
Nor—as I shall demonstrate a little later—-was this action necessary. It was 
taken to pave the way for inflation. 

2. What has happened since that time? 

Probably more has happened in the past 20 years than in any prior century 
of recorded history. For our purposes here, however, we need to note only 
one thing: The value of the dollar has declined to one-half its prewar value. 

Through deficit financing, through monetization of the public debt, and by 
printing a vast amount of new money, the ratio of money to the amount of 
goods and services available has increased until today the dollar will buy—on 
an average—only half what it would buy only a few years ago. In only 2 of 
the past 20 years has the budget been balanced. Last year's deficit was the 
greatest in our peacetime history. And despite all the efforts of the present 
administration to cut expenses, it now looks as though we shall continue in 
red ink this fiscal year and the next. There are even those who say they think 
this is a good thing. Writing in a recent issue of the Washington Post and 
Times-Herald, Seymour Harris, Harvard economist who follows closely in the 
footsteps of the late Lord Keynes, pooh-poohs what he calls the bankruptcy 
myth and calls for additional spending. “In summary,” he concludes, “the 
administration is being led by unknowledgeable advisers.” 

3. Human nature—and especially political human nature—being what it is, 
probably the only way to stop this deficit financing is by restoring the gold 
standard. As has been pointed out many times hefore, the fact that a country 
is on the gold standard does not prevent the Government from meeting its 
deficits temporarily through inflationary borrowing. But it does provide the 
people with an effective means—perhaps the only effective means—for calling 
a halt to deficit spending. A threatened run on the gold reserve would cause 
any politician to pause and think long and hard before voting for further deficits. 

Mr. Randoph Burgess, Deputy Secretary of the Treasury, stated to this com- 
mittee the other day that, fundamentally, the confidence of a people in their 
money lies not in some artificial relationship of paper to gold, but “in their 
faith that the Government will conduct itself efficiently and prudently—that all 
of its policies, and particularly its fiscal and monetary arrangements will be 
honestly and competently conducted.” 

Giving the present administration full credit for all that it has done and 
granting that the erosion of the dollar has been teniporarily arrested, can we 
honestly say that the present fiscal outlook is such as to inspire continued con- 
fidence of the American people in their money? As Senator Byrd has pointed 
out, “all or any of the three tax reduction plans now being proposed by the 
Republican and Democratie Parties must be financed by borrowed money.” 
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4. The only valid reason why this or any other country should or should not 
institute redeemability is the adequacy, in the light of experience, of its gold 
supply. According to a statement released by the Economists National Com- 
mittee on Monetary Policy issued on February 16, 1953, our supply of gold is 
adequate. In support of this conclusion, the committee points out that, as of 
October 29, 1952, the ratio of gold to money and deposits was 10.8 percent, while 
the average of this ratio for the years 1915-82 was 8.6 percent and the range 
6.7 to 10.9 percent. When the United States resumed gold redemption in 1879, 
the ratio was 6.5 percent. 

The committee urges that the United States take unilateral action in return- 
ing to a redeemable currency, thus setting a good example for other nations. 
In short, the council thinks that the thing comes down to this: Going off the 
fold standard was immoral and wrong in the first place. It was also unneces- 
sary, since the only function of the gold standard merely is to provide a means 
whereby the people can express their confidence—or lack of confidence—in the 
manner in which their Government is being conducted. It is not in itself a bur- 4 
den on anyone. It is not a cross of gold or a crown of thorns. | 

: 
} 
/ 





The only real question is whether we sincerely want to return to a sound 
economy with honest money back of it. 


NevADA Ciry, CaAuir., April 4, 1954. é 
Hon. JOHN W. BrIcKER, . 
Washington, D. C. 

Dear SENATOR: We are very much interested here in the passage of Senate 
bill No. 18. It means much for this area and for the country as a whole, not- 
withstanding Mr. Burgess’ opposition. 

And so we trust you will continue to use your influence toward its enactment. 

Sincerely yours, 
Epwarp C. UREN. 


NEVADA City, Catir., April 4, 1954. 
Hon. JOHN W. BrICKER, 
Senate Office Building, Washington, D. C. 

Dear SENATOR: Senate bill No. 13 is of vital importance to this community, 
and we are all very much in favor of its becoming a public law. Your influence 
toward this end will be very much appreciated. 

Sincerely yours, 
Mrs. IpA UREN. 


WESTERN MiIniIneG Council, INC., 
Highland, Calif., March 27, 1954. 
Hon. JoHN W. BrICKER, 
Washington, D. C. 

Re Senator Pat McCarran’s Senate bill, No. 13, which you will chairman, at 
the Senate Committee on Currency and Banking, March 29-31, I represent over 
13,000 members of Western Mining Couneil, Inc., in their views on this and we 
stand as one voting body in favor of quick passage of this bill. 

“Hats off” to Senator Pat, and to all our western representatives who have 
labored unceasingly for the betterment of the West. 

May we have your honest and nonpolitical cooperation in making a favorable 
decision on this bill. Incidentally, if politics must enter into this thing, remem- « 
ber the voting power of over 13,000 Western Mining Council, Inc. members, and 
their families and friends. It is a fair sized block. 

Anxiously and gratefully yours, 
Louise M. KITzMILier. 


Rouen anp Reapy, Cauir., April 5, 1954. 
We, the undersigned subscribed to the following resolution : 
Whereas it is realized by all who give it thought that this country has reached 
the limit of its spending spree and the resultant inflation brought on by the 
cheapened dollar. If we are to carry on trade with the 60 countries which 
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comprise the United Nations, each with its own appraisal of the value of its 
own currency, it is obvious that some acceptable standard of value applicable to 
all, must be adopted ; and 

Whereas that standard always has been, and must continue to be based upon 
gold. And that gold is a commodity, the price of which has not kept pace 
with the prices of other commodities; therefore, we believe that its true value 
today can best be established in a free market: To that end be it 

Resolved, That notwithstanding any law or Executive order, gold in any form 
may be bought, held, sold, or traded upon the open market for any purpose 
whatsoever, and may be exported without the imposition of duties, excise taxes 
or licenses, permits, or any restrictions whatsoever. 

Anby RocGeErs, 
President, Nevada County Western Mining Council. 


(68 signatures appended to resolution in files of committee. ) 


Los ANGELES, CaALir., March 31, 1954. 
Re return of gold standard 


Hon. JOHN W. Bricker, 
Senator from Ohio, Washington, D. C. 

DEAR SENATOR BricKER: Press reports indicate that you are chairman of a 
subcommittee of the Committee on Banking and Currency now considering the 
return to the gold standard. 

You will remember that when you spoke here at the Shrine Auditorium as 
candidate for President some years ago, I gave you a copy of my book entitled 
“Spiking the Gold.” 

As a serious student of the science of money and gold I have participated 
in national money conferences since 1933, having been chairman of the Chicago 
conference at Northwestern University of Law in 1988, and also chairman of 
the Chicago conference in 1944 when we reviewed the Bretton Woods world 
fund and World Bank proposals, resulting in my appearance at the House hear- 
ings on those proposals in 1945. And now, as I told you in my letter of March 5, 
1954, I have been invited by Senator Capehart, chairman of the Committee on 
Banking and Currency, to give my testimony regarding the World Bank under 
Resolutions 25 and 183. 

When F. D. R. took the gold out of circulation in 1933 I filed suit in the Federal 
court to cause the Federal Reserve banks (privately owned) to disgorge their 
unlawfully held gold (given to them by F. D. R.) which led to Congress taking 
title to it, thereby saving billions of profit for the Government due to the 
increased price of the yellow metal. Reference to my efforts is to be found 
in the House Ways and Means Committee records of 1939, and Senate Judiciary 
Committee records of 1953. International recognition of these efforts were given 
in several European nations, England, Germany, ete. 

I desire that you invite me to appear before your subcommittee to testify 
on the proposed gold-standard matter. Please let me know when your hearings 
will be conducted, and when it is best for me to come. 

Will you please let me know what persons or organizations are sponsoring 
these hearings? And please send me a copy of the resolution authorizing 
same. 

With best personal wishes to you, I am 

Sincerely yours, 
ANDRAE NORDSKOG. 


NEVADA CITY CHAMBER OF COMMERCE, 
Nevada City, Calif., April 7, 1954. 
Hon. JOHN BRICKER, 
United States Senate, 
Washington, D.C. 

Dear SENATOR BRICKER: We submit for your consideration the following reso- 
lution passed by the board of directors of Nevada City Chamber of Commerce, 
April 6, 1954: 

Whereas it is realized by all who give it thought that this country has reached 
the limit of its spending spree and the resultant inflation brought on by the 
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cheapened dollar. If we are to carry on trade with the 60 countries which com- 
prise the United Nations, each with its own appraisal of the value of its own 
currency, it is obvious that some acceptable standard of value applicable to all, 
must be adopted; and 

Whereas that standard always has been, and must continue to be, based upon 
gold. And that gold is a commodity, the price of which has not kept pace with 
the prices of other commodities; therefore, we believe that its true value today 
can best be established in a free market. To that end be it: 

Resolved, That we are in complete agreement with Senator McCarran’s Sen- 
ate bill 13, which reads: 

“That, notwithstanding any law or Executive order, gold in any form, mined 
subsequent to this act, may be bought, held, sold or traded upon the open market 
for any purpose, whatscever, and may be exported without the imposition of 
duties, excise taxes, or licenses, permits, or any restrictions whatsoever.” 

Respectfully, 
WittiaM ©. Brices, President. 


Grass VALLEY, Cair., April 7, 1954. 
Hon. JoHN W. BrIcKER, 
Senate Office Building, Washington, D. C. 

DAR SENATOR Bricker: Senate bill 13 is of vital importance to this community, 
and we all are very much in favor of its becoming a public law. Your influence 
toward this end will be very much appreciated. 

Sincerely yours, 
Mrs. FLorence L. GrorGe. 


Grass VALLEY, CAuir., April 7, 1954. 
Hon. JOHN W. BRICKER, 
Senate Office Building, 
Washington, D. C. 

Dean SENATOR Bricker: Senate bill 183 is of vital importance to this com- 
munity, and we are all very much in favor of its becoming a public law. Your 
influence toward this end will be very much appreciated. 

Sincerely yours, 
Miss EvizaBetH L. GEORGE. 


Yura Crry, Cauir., April 12, 1954. 
The CHAIRMAN, 
Committee on Banking and Currency, 
Senate Office Building, Washington, D. C. 

Dear Srr: Read with amusement the statements of so-called experts in testi- 
mony at a hearing of your committee on the subject of returning to the gold 
standard. One expert stated it should not be done until conditions were much 
worse than they are now and another stated it should not be done until conditions 
are much better than they are at the present time. Obviously neither one knew 
what they were talking about for whether better or worse the return to the 
gold standard is impossible at the present time due to the capitalizing and 
monetizing of our national debt. This to sustain the myth that in a war of 
destruction it is possible to acquire profits when in truth this is a myth and the 
bill is yet to be repaid and liquidated. 

In the attempt to sustain the belief in monetary mythology we have used 
the power of the Federal Government to build up a fantastic liquid credit 
structure in our banking system that can never be redeemed nor liquidated except 
by repudiation of the wealth redemption value of this credit. It remains a 
dormant inflationary threat while at the same time by the use of the power of 
county, city, State, and Federal Governments a governmental inbuilt deflationary 
force has been created far in excess of anything our political economy ever has 
had before. We see the effects of this deflationary pressure of fixed costs upon 
primary wealth production in spite of chronic deficit borrowing and spending by 
many divisions of this Nation’s governmental structure. Any attempt to balance 
the Federal budget would quickly send our economy into a spiraling deflation and 
thus depression. Repayment on our national debt is impossible and deficit bor- 
rowing whereby bankers create more figures representing credit dollars has 
hecome chronic. 
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The stupki belief that returning to the gold standard will give us a stable 
monetary system is only possible by ignorance of the factors under which 
bankers’ credit must operate to make it perform this function. Basically the 
redemption of the dollar in a dollars worth of food decides the value of a gold 
dollar and it is the cost structure upon a dollars worth of food that decides 
what the quantity of it will be. With almost all costs fixed and frozen except 
the share of credit farmers receive in the food they produce as their net share 
any increasing the value of the dollar must be done at the expense of the farmer's 
share. The food enters the supply and farmers receive credit for it but so 
vast has become the growth of the ability to obtain credit in this wealth via 
hidden taxes which provides incomes in the form of banker's credit in this wealth, 
that credit savings necessitates an enormous increase in credit creating debt to 
make use of this wealth. These costs do not add one iota to the quality nor 
quantity of this wealth. Thus deficit borrowing and spending becomes necessary 
to destroy the monopolistic effects of credit savings on the food in the supply. 
This new credit when redeemed removes primary wealth from the supply even 
when it is redeemed in secondary wealth as food gives our dollar its basic 
exchange and redemption value. 

Awhile back certain Congressmen were going to tack onto an appropriation an 
additional amount of money to be used to make an analytical study and evalua- 
tion of what happened to the so-called consumer’s dollar when it was redeemed 
in a dollar’s worth of food. The mere fact that any such study was contem- 
plated indicated the grossest ignorance of our banker's credit, debit money 
system. The bankers quickly had this suppressed and when the appropriation 
was passed it was stipulated in it that none of the money in this appropriation 
was to be used for this purpose. Why’? The purpose was to sustain the belief 
in monetary mythology which is so prevalent in this Nation and apparently in 
Congress. Bankers credit dollars redeemed at a food store pay for nothing 
but the individual who redeems them is simply receiving the final payment 
for whatever he did to receive the credit. It hasn’t the remotest connection 
with the credit dollar the farmers receive for this primary wealth as he received 
his first. 

Under the present conditions in our political economy a gold standard will 
not work any more than parity price supports, acreage controls, nor anything 
else and deficit borrowing and spending simply absorbs the evils within our 
political economy by adding to a vast supply of banker’s credit which is a liquid 
lien on the primary wealth in the supply and thus labor. This credit can never 
be redemed in the present value of the credit dollar any more than the national 
debt can be paid off as the debt represents wealth that was consumed with 
nothing to show for it and the resulting credit dollars a lien on the remaining 
wealth which has outstanding credit against it. A constant increasing of the 
supply of credit by borrowing to offset the effects upon primary wealth prod 
duction of using the power of governments to transfer enormous amounts of 
this wealth to bureaucrats in the form of credit. They save large amounts 
of it and when prices drop their take is automatically increased as their incomes 
redemption value in primary wealth is increased at the expense of the farmer’s 
income. The basic cause of this effect is the misuse, abuse, and corrupt use of 
the power of governments, county, city, State, and Federal. This in the form 
of tribute exacting taxation that becomes hidden in the cost structure upon food 
from the farm right down the line to the retail stores and all the implemention 
thereto. 

We now have depressed conditions upon our primary wealth producers and in 
some items equally those of the Hoover era. This despite heavy deficit borrow- 
ing and spending throughout our governmental structure. A chronic deflation- 
ary force has been built into our political economy by creating millions of incomes 
in the form of banker's credit as a fixed cost upon primary wealth produc- 
tion, with the farmers the only flexible income in the whole wealth production 
and distribution process. Chronic debt growth thus becomes a necessity to pre- 
vent the power to tax to destroy and keep it at enslavement levels. More and 
more the bankers’ creditors as taxpayers owe themselves rich and are taxed to 
pay interest on all types of bonded governmental debt but also to pay interest 
on their own savings. At the same time unless the price or exchange rate con 
stantly rises equal to costs these costs must come out of the farmer’s net share 
and he is at depression levels now. The amount of liquid credit in the banks 
and in paper currency, which is the same, has become so vast and cannot be 
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liquidated and thus if individuals attempted to redeem it in wealth that exists 
we would have a wild orgy of inflation and yet still have the same amount of 
this credit. Thus bankers are loaning out credit to farmers with a payment 
on demand clause despite it is supposed to be a time loan. 

Mr. Benson, the Secretary of Agriculture, has been at the tit of taxation all 
his adult life and is not qualified to solve the problems faced by the farmers any 
more than any other parasite. Proving a vast horde of political-created parasites 
like him with fat salaries in credit in primary wealth as part of its cost structure 
is the basic cause of so-called surpluses. All taxation should be eliminated out 
of costs and place upon the net income of the individual, county, city, State, and 
Federal on a basis of equality before the law. Then and not until then will 
problems we now face will have their basic causes eliminated and give our 
economy flexibility. We could then adopt a gold standard and not before. The 
so-called surpluses represent the loot and plunder stolen by the misuse, abuse, 
and corrupt use of the power of governments. Fearful of the fantastic dormant 
inflationary condition bankers want both surpluses of primary wealth and 
workers as a hedge against inflation. The hypocracy of our Congressmen is 
obvious when in one breath they deplore the accumulation of surplus food in 
the supply that deprives the farmers of a fair share in the credit in it, the next 
vote billions in taxes to be used to bring millions of more acres of land into 
food production. Why not the same with industrial production? Farmers are 
taxed directly or indirectly to provide the wealth to provide for the costs. They 
create an artificial plenty of food in this manner to add to the present deflation- 
ary pressures and then use more banker’s credit dollars to buy up and horde this 
loot to create an artificial scarcity of it. 

Thus to a great extent the problems of this Nation stem from our Congressmen 
delegating power to bureaucrats to use the power of Government to create for 
the American people a multitude of evils as yet to be harvested. They tell voters 
how they will solve their problems by the use of the power of Government when 
they do not even assume the burden of their own support as this falls upon the 
wealth producers in general and farmers, the producers of primary wealth, in 
particular. 

Vur only hope is an enlightened membership in Congress and if the statements 
coming from Congressmen is an example then this Nation is without hope and 
doomed to wallow in the mire of chaos and confusion until the crack of doom. 

Sincerely, 
Hersert L. KLINGENSMITH. 


APRIL 13, 1954. 
Senator Jonun W. Bricker of Ohio, 
Senator of the United States, 
Senate Office Building, Washington, D. C. 

Dear SENATOR: I am taking the liberty of enclosing copy of a letter which I 
recently wrote to the President of the United States relative to the stand the 
Treasury Department has taken in regard to the gold standard. 

I hope this will be of interest to you. 

Sincerely, 
Luke E. Smira. 


Apri 1, 1954. 
His Excellency the PResIDENT OF THE UNITED STATES, 
The White House, Washington, D. C. 

My DEAR PRESIDENT: I am a little concerned from the statements that have 
been made by the Treasury Department relative to the stand they have taken 
in regard to the gold standard. 

At Denver last summer you probably remember that I handed to you a plan 
which should be considered for the standardization of both gold and silver at a 
higher price than we now have. If this plan were considered, we would be 
giving our own people the same chance we give the foreigner, especially those 
in Europe. 

I do not advocate the coining of gold, but I do advocate using it as a balance 
wheel for issuing gold certificates, as well as to establish a higher price for 
silver and issue silver certificates against an inventory controlled and held in 
our mints as it is held at the present time. If the price were increased, say to 
$70 for gold and $3.50 for silver, gold and silver certificates so issued and repre- 
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sented by such profit could be applied on the public debt and relieve the neces- 
sity of having to increase the Federal debt limit. 

If we so established this standard, we should not allow any gold or silver to 
come into this country from foreign production, but only through the purchase 
of our goods. It is true that our goods would receive less gold from foreign 
trade. However, since we are subsidizing all the foreign countries in Europe 
who are supposed to be our allies, we would not change our position any, 
because they deal with Russia anyway, regardless of what our decisions are 
even if they have to do so without letting us know about it. 

If we would so establish the price as referred to, we would give our own people 
the same chance that the foreigner has and we would also see activities in our 
own country in the mining industry, which would offset the necessity of subsidiz- 
ing the farm products, mining interests, and any other segment of our economy 
which try to get help from Uncle Sam. This step would create work for more 
people in all walks of life, because of the fact that the activity in mining would 
create a demand for all goods. Also, venture money would be in abundance. 
At the present time in the 20 States where gold and silver can be produced, the 
price that these metals bring is too low to make a profit out of mining. 

If Uncle Same would take a definite stand and properly enforce the law, he 
should not be worried about the unloading of gold in our country at the high 
price which we establish, because of the fact that we subsidize all of our foreign 
allies at the present time either in money or goods, yet they deal with Russia 
and receive Russian gold. On this basis, there is nothing we can do about it any- 
Way, and neither would we hurt ourselves by establishing a price and controlling 
our own Monetary system, regardless of the other fellow, because he would come 
to us and be glad to do so, and we would not have to do so much subsidizing of 
the foreigner. Neither would we have to subsidize our own people, because there 
would be an automatic increase in employment and production in all walks of 
life. 

As to inflation by the increase of gold and silver, this would seem to be so at 
the first glance, but if the profit in extra income received is applied to the Fed- 
eral debt, it would automatically reduce our liabilities and would thereby reduce 
inflation. 

I love Randy Burgess and I think he is a great man, but I read on the financial 
page the other day that they were certainly not going to consider the increased 
price in gold or its standardization at this time. The only reason I can figure 
this out is that consideration is only given to the manipulation of paper and the 
operation of the Federal Reserve system, which has nothing to do with true 
operation and constructive elements, which is essential in any progressive and 
self-sustaining government. 

I am interested in an editorial in one of our leading papers which states: 

“Watch this ‘false pregnancy’; by itself, it means nothing. It will take a big 
new element—something that doesn’t seem to be present now—to stop the current 
downdrift.” 

This quotation is significant, due to the fact that there must be a big new ele- 
ment to create a condition in our country where we will have automatic prosperity 
in a hurry. And, that element, as I see it, should be in accordance with this 
gold and silver plan which would create more prosperity in our country if properly 
policed than any other new element, and nothing could stop the Republican Party 
from electing a majority in Congress next fall. 

The trouble with most of the politicians in all walks of life is that they speak 
of free trade in gold and silver, which is the wrong thing so far as general free 
trade with foreign countries is concerned. 

Our good Governor, Dan Thornton, asked me for some additional copies of this 
plan, and he mentioned the fact that he gave the copies which he had to you. I 
hope that you will give this some consideration so that we may do the best and 
make the quickest move possible for the Republican Party this coming compaign. 

Hoping to see you this summer, I am, 

Sincerely yours, 
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NOVEMBER 38, 1953. 
THe REASON Wary GoLp AND SiLveR SHOULD Back Our MoNetTaRyY SYSTEM 


By Luke E. Smith 


What has upset our national economy many times? 

It has been from not having a recognized medium of exchange represented by 
gold and silver. 

What caused the panic of 18937 

It was because the United Etates went off of bimetallism by demonitizing silver. 
For 14 years, from 1893 until the panic of 1907, the pioneering element of our 
people from Kentucky to California lived in hopes that the debauchery of our 
silver standard in 1893 would be remedied. In the meantime, our believers in a 
sound monetary standard and in bimetallism, kept the economy of the country 
alive by spending their accumulated wealth for the maintenance of our mines 
and in the blocking out of additional ore which had a silver content and would 
eventually pay them off. In addition to this fact, they kept people at work in 
all walks of life during this hoping period of 5 years, until 1898 when a war 
economy with Spain temporarily stimulated business. But this did not change 
the picture as far as the sound money thinkers were concerned, except that 
they had run out of private venture money, which caused the panic of 1907. 

During all this time, of course, we remained on the gold standard and had a 
monetary reserve balance percentage which controlled our economy and gave our 
people a measuring stick to go by. 

During all this time and before, the American people controlled their own 
destiny. Gradually, however, they, international bankers, politics and high 
handed diplomatic maneuvering from abroad, began to forget the “Boston Tea 
Party.” 

Shortly after 1907, of course, American enterprise created a new era of the 
automobile mass production and prosperity which continued until World War 
No. i. 

The short recession in 1921 was due to the fact that the American people still 
believed in an efficient and economical Government. They also believed in 
creating a program of production on a self-liquidating basis. Our soldiers which 
had returned from World War I did not have their hand out because they had 
defended their country. In a short time, we all put our shoulders to the wheel 
and created an economy which overproduced with our enterprising efforts when 
came the year of 1929 depression. We had not planned far enough ahead to 
inventory the needs of our country in such things as self-liquidating enterprises, 
roads, schools, etc. Then came the most unfortunate era of all, the time when 
we commenced to prime the pump with nonproductive schemes and experiments. 
At this point our sound money program was further debauched, when we 
were taken off the gold standard. The rise in the price of gold from $20.62 per 
ounce to $35 was sound providing it had been kept as a measurement for a 
reserve behind our currency. This hand out, nonproducing, destroying and con- 
trolled economy carried on until the morale of our productive people had been 
broken down and the nonproducers began to take over and even threaten those 
who wanted to work and create for the good of themselves, as well as their 
country Vith the terrific debt piling up under this false economy, the new 
deal had gotten to the end of its rope. Then an opportunity came in September 
1939 for the justification of more expenditures when World War No. II started 
which lead up to the sitting duck debacle of Pearl Harbor on December 7, 1941. 

Ever since that we have either had war or a war scare in order to bolster up 
excuses for more government, more debt and less chance for a free enterprise, 
constitutional government to survive. 

There are so many selfish people in the country that they will not consider only 
what they think is their own problems. This cannot go on—we must eliminate it. 

By the same token, we must have a plan based on the concepts of the clear 
thinkers who wrote and signed our Declaration of Independence. We must weed 
out those who take advantage of the constitutional rights of others for their own 
selfish gains 

All this is hard to do because of the teachings which people have had for the 
last 20 years. However, a simple plan is available providing we take care of our 
own people first. 

I preface the foregoing comments on what has upset our national economy. 
I also said it was because of not having a sound monetary policy. TI have tried 
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to give you a few facts concerning the ups and downs since our collapse in 1893. 
Because of the bad environment we have had, we must create a sensation which 
will stimulate the pioneer element in our present thinking, the same as when we 
built up and created this great Nation. 

Secretary Humphrey has awakened to the fact that there is $1 billion in gold 
assets, cuused by the inflation of 1934, against which he could unfreeze and issue 
gold certificates to the Federal Reserve on deposit with which to pay Government 
bills. Now, he has begun to think a little in the right direction. 

To get the thing straight, gold prices have not kept up with all other prices 
und wages, therefore, for this reason, the Government should raise the price of 
both gold and silver and issue certificates to pay part of the Federal debt. 

The American people now need to be pulled back into the course which made 
America great, as has been explained. ur subsidizing of the whole world is not 
for our benefit, it will ultimately lead to our complete bankruptcy and ruin. The 
only way to create an atmosphere of self-reliance in people in all walks of life, 
is to restore a desire and a chance to operate on their own initiative and to bring 
back to them the sound dollar by remonetizing gold and silver as a balance to 
our economy in this country. 

Let’s think of America instead of the international bankers. Let’s control and 


adopt our own monetary system. Our present price on gold is less than any 
other country. The silver manufacturers, for selfish reasons, are advocating the 
lowering of the price of silver by the Government. This is ridiculous, because 


what should they care providing the economy of the country has sound procedures. 

The foregoing plan is as follows: “Gold and silver must back our money.” 

We have arrived at a time when the American people must act immediately on 
a program that will offset the curtailment of Government waste and expenditures 
which the administration is accomplishing. This spectacular program must be 
a sound dollar. Therefore, gold and silver must back our money in peace as well 
as in war. 

We are now subsidizing the world and this program will automatically stop 
this give-away plan, where the unworthy foreigner bas the advantage over our 
people at home. The points to be considered are as follows: 

1. Double the present price of gold and increase the price of silver by about 3 
to 5 times. 

2. Do not use gold or silver as a commodity. Use them to back our currency 
with the coinage of silver, but not gold. Why? Because history shows that 
about three-fifths of the world’s population use silver as their medium of ex- 
change and two-fifths use gold. 

3. When, and if, we raise the price of these precious metals, we should not re- 
ceive any foreign gold or silver into this country except through the sale of our 
goods to them. 

4. Gold or silver should be sold,to anyone whowants to pay the price as estab- 
lished by the Government, for manufacturing. 

5. Inversely, foreign countries selling to us for necessities, their prices would 
in time automatically be raised to form a balance at the deflated price paid them 
by less gold or silver for their commodities or services, but, if they did, the price 
rise to us would serve toward eliminating the necessity of tariff protection. 

6. As far as the United States is concerned the price would be the same every- 
where. It would be true that the dollar would be devalued, but this must be be- 
cause of the inflation and the large Federal debt caused by high prices and less 
production. 

In accomplishing this sound-money procedure, any credit accuring to the 
Government should be applied to the Federal debt and retire some of the paper 
now in the hands of the public. By doing this, the value of our dollar would be 
increased. As a matter of fact, we must not only balance the budget, but we 
must reduce the debt to stop inflation. 

With the present tremendous debt, wages and prices must remain high. Taxes 
must also remain high, but not for the purpose of waste and inefficiency in Gov- 
ernment but to retire the debt as soon as possible with a cheap dollar. If we do 
not do this, we will have a complete collapse of our economy. The only way to 
accomplish this is to create a sound dollar as has been described in the foregoing 
plan where our gold and silver will be our balance wheel. 

7. Stimulation in mining activities would be tremendous both at home and 
abroad. Venture money both at home and abroad would develop mines. 

At home, we could afford to develop and work our now dormant mines and 
prospects, and provide critical material because with gold and silver standardized 
and used to back our currency, marginal mines or lower grade ores could be pro- 








400 GOLD RESERVE ACT AMENDMENTS 


duced at a profit. More critical metals would also be produced and should be 
stockpiled. 

8. We should demand an inventory of our gold stored in our United States 
Mints. A close rein should be kept on this inventory. No secret agreements, 
such as Yalta, should be tolerated, especially when it comes to our gold. 

9%. The foreigner would do more mining for the precious metals and would 
create more dollars to purchase our goods. With the recommended exchange of 
gold and silver for commodities, only the brokerage of metals would be eliminated 
and therefore such brokerage as in the past would not buy on margins and 
deplete the supply of gold and silver from foreign countries and no embargo by 
them would be necessary such as was put on silver by China years ago. 

10. In countries where they have no precious metals, but have goods which we 
would need, there would be no difference in their economic condition, only that 
they would have to raise the price of their commodities to us to offset the volume 
of gold or silver they would reecive from us for their products. 

11. Whether in peace or in war this program is a must, but how are we going 
to get all factions and branches of selfish groups to realize the advantage of 
such a program? 

12. For instance, we would not have to talk about what we are going to do 
for the mining industry and especially for the small miner. He would be able 
to get something for his endeavors without subsidies. This is an overall economic 
problem and would help every line of endeavor all over the world, whether it be 
in the cities or in the rural areas. An automatic stimulation toward prosperity 
in all lines of endeavor would be accomplished. 

13. If a standardization of gold and silver were declared, private capital 
whether it be large or small would have a scale of value to go by and venture 
money would be assured so that planning ahead could be calculated. 

14. Let us all remember that in the name of war emergency, the previous 
administration has pumped paper money and bonds into our economy until we 
are in a dangerous position. The New Deal used the printing press dollar for a 
medium of exchange instead of gold and silver. 

15. Possibly, some economist will say, “We cannot eat gold or silver.” Let’s 
answer this statement. People of every country still believe in these precious 
metals. They are still their treasures. Our United States pioneered our country 
and built it on the development of our gold and silver resources. Except for those 
who want something for nothing and who have been favored over the man who is 
thrifty and the producer of our country; and who are still willing to work and 
look forward for gains through personal effort, and not by subterfuge and non- 
production, we can save our country and maintain our free-enterprise system. 

16. No economy can survive with the printing press money, because in our 
country the I. 0. u.’s have already approached the total value of all of our assets. 
When this is done the taxpayer is shortly liquidated and then the Government 
dictatorship takes over the same as is done in Russia. Therefore, we can only 
eliminate the condition by taking Government out of business and reestablishing 
a gold and silver standard as herein provided. 

17. Above all, do not change our mining laws, because at present, private 
prospectors can acquire title to mining claims and with this, property taxes 
accrue to the counties and States. The present reason for many dormant 
prospects is that claims are held by the prospector who does his assessment work 
each year on unpatented claims, and on patented claims taxes are paid. If gold 
and silver were remonetized for our medium of exchange, many such dormant 
claims would be working. 

As a further comment on the gold and silver standard, the Gold Standard 
League is taking the wrong stand on the free and open gold and silver market. 
They are right that it is desirable that an audit should be made often on our 
United States gold reserve. This should be done to have a gage on the limit of 
Government paper issued against our gold, as well as silver, reserves. 

What the Gold Standard League does not recognize is that we must have 
devaluation because of the high Federal debt, and it must be paid off with a 
cheap dollar, and as soon as we pay part of the debt then our dollar will increase 
in value. No sound currency will be realized until this is done. Let the Govern- 
ment purchase gold from the mines in this country at the inflated price, but do 
not purchase any gold or silver from foreign countries except for goods purchased 
from us, as is herein referred to. 


LUKE FE. SmirnH. 
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EASTERN OREGON MINING & MINERAL ASSOCIATION, 
Baker, Oreg., March 26, 1954. 


The Honorable ComMirrre on BANKING AND CURRENCY, 
United States Senate, Washington, D. ©. 

Dear Mr. CHAIRMAN AND MEMpBERS: We have been informed that hearings will 
be held March 29 to 31 on gold measures, including S. 13 and H. R. 125, by Senator 
McCarran and Representative Engle, and S. 2514 by Senator MeCarran. 

We have studied these bills and for many years have studied the situation 
which demands such action, and we earnestly urge your favorable vote. We 
also believe Senator Bridges’ bill, S. 2332. to provide a return to the gold Standard, 
is a step in the right direction and would be helpful, but that an increase in the 
price of gold also is needed. 

The price of gold has been maintained at $35 per ounce, as established in 1934, 
while mining costs have increased 100 percent or more and the purchasing value 
of the dollar has decreased to approximately one-half of its value in 1939. 

Failure to maintain the price of gold on a level consistent with production and 
living costs has resulted in a total multi-million dollar loss to Oregon industry in 
the abandonment of mines, mills, smelters, and railroads and has seriously 
affected the well-being of many communities in Oregon and other Western States, 

This has been declared a critical area in the national unemployment picture, 
and Baker, in eastern Oregon, may be considered an index community. A re- 
balancing of the gold price and costs of production and living would immediately 
restore the economic health of this region and would be reflected in industrial 
activity throughout the State. 

The decrease in Oregon gold production, from $4 million annually to $188,000, 
or to less than one-twentieth its normal level, has resulted in a great deal more 
than the loss to the Nation of this mineral wealth. It has brought with it a 
corresponding drop in other metallic mineral production, such as copper, lead, and 
zine, just when added production was needed of these metals that depend con 
siderably upon gold in their production, 

The gold situation is now seriously impairing the exploration and development 
of new deposits of copper, Silver, lead, and zine, as well as uranium, cobalt, 
tungsten, and other strategic minerals of Oregon. 

We also believe our citizens should have the Same privileges extended to citizens 
of other countries of the world in the buying and selling of gold. and that the 
national economy demands Stabilization of the currency. For these reasons, we 
strongly urge your favorable action on the gold bills. 

Respectfully yours, 
NADIE STRAYER, S% cretary. 


PHILADELPHIA 18, PA. Varch 26, 1954, 
SENATE BANKING CommMtI1 TER, 
Washington, Bb. OC, 
GENTLEMEN: I urge you act favorably on Senator Bridges’ bill reestablishing 
the gold standard. 
Yours very truly, 
FLoyD T. Srarr. 
NEVADA CouNTY Rept BLICAN WOMEN’s (Lup, 
Grass Valley, Calif.. Ipril 13, 1954. 
Hon. Joun W. BRICKER, 
United States S nate, Washington, D. C. 

DEAR SENATOR BRICKER: The following resolution was adopted by our club at 
its regular meeting held on April 12: 

“Whereas it is realized by all who give it thought that this country has reached 
the limit of its spending spree and the resultant inflation brought on by the 
cheapened dollar. If we are to carry on trade with the 60 countries comprising 
the United Nations, each with its own appraisal of the value of its own currency, 
it is obvious that some acceptable standard of value, applicable to all must be 
adopted ; and 

“Whereas that Standard has always been, and must continue to be, based on 
gold. And that gold is a commodity, the price of which has not kept pace with 
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thre price of other 


can best he 


commodities ; therefore 
establisned in a free market: T¢ 
“Resolved, That the Nevada County 
agreement with Senator Mc 


we believe that its true value today 


that end be it 
Republican Women’s Club is in complete 
arran’s Senate bill 13, which reads: 
That, twithstanding any law or Executive order, gold in any form, mined 
subsequent to this act, may be bought, held, sold, or traded upon the open market 
se whatsoever, and may be exported without the imposition of 
licenses, permits, or any restrictions whatsoever.’ ” 

ud be appreciated if you would use your influence toward the end that 
te bill 18 become a public law. Thank you. 

Sincere! ours 


Tor iny pur 


duties, excise taxes or 
It wor 


GERTRUDE HEN NEFORTH, 
Mrs. A. G. Henneforth, 
President. 
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